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r EXHIBIT

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

COMPANY:
DISTRICT:
DOCKET NO:

Response provided by:

Title:

Linda J.Gutcwski

Senior Financial Analyst

Address: 19820 n. 7i1 Street, Suite 201
Phoenix, AZ 85024

Company Response Number: RUCO 4.2

Revenue Annualization - Please provide a test-year end revenue annualization
calculation that reflects the Company's response to Staff DR DH 3.2. .

The change in customers from 2005 to 2006 is only 30. The change through
August, 2007.is only 9 customers more. Attached is an excel spreadsheet, DR
4.2 Customer Annual.xls that displays all the classes by month and annualized
the revenue for 2006. The end result is additional revenue of $1 ,844.
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EXHIBIT
Arizona American Water Company - Sun City Water
Test Year Ended December 29, 2005
Analysis of Revenue by Detailed Class

Exhinix
Schedule H-2

Page 1
\Mtnessi Reiter

mg.

Rate
Schedule

Average
Number of
Customers

Average
Consumption

Revenues
Present Proposed
Rates Rates

increase
Amount

reposed
Increase

%

20.077
277

1,312
449

4

5,269
19,791
71,637
91,303

204,575

3,411 _see
129.136

1,790,319
832,134
15,076

1.013,648
35,890

489,250
243,992

5,375

2 81,513

s
s
s
s
s
s
S
s
s
s
$
s

5,383 12,528 6.146

224
137
187
1B9
CB
5
7

6.722
21,916
51.027

103,262
253,459
957,823

3,365,733

38,560
68,086

207,135
346,315
128,612
78,720

372,477

50,023
87,096

262,587
448_059
173,145
104_030
498,760

11,463
19,010
55,452

101.744
44.534
25,309

126,283

2 290,865 e.oeo 7,84e t,7ss

2 364,664 8,334 10_BDO 2.466

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
l a
19
20
21
22
23
24
25
26
27
28
29
30

1
55
SO
10

91
7.561

10,161
2.989

138
11.461
23,332
5,603

$
$
$
s
s
s
s
S
S
S
S
$
s
s
$
$
s
s
S
s
s
s
s
$
s
s
$
s
S
s
S

47
s,92o

13,170
2_614

29.71 %
27.79%
27.33%
29.32%
35.66%
0.00%

96.29°/a
0.00%

29.73%
27.92%
26.77%
29.38%
34.63%
32. 15%
33.90%
0.00%

29.48%
0.0o%

29.59%
0. 00%
0.00%
0.00%

51 .03%
51 .85%

129. 61 n/,
87.43%
0.00%
0.00%

51.03%
51 .03%
29.82%

A1M1A
AL MI B
A1M1C
A1M1D
A1M1E
A1M1F
A1M1G
A1M1H
A2M1A
A2M1B
A2M1C
A2M1D
A2M1E
A2M1F
A2M1G
A2M1H
A7M1B
A7M1C
A7M1D
A7M1E
A7M1F
A7M1 G
ASMO3
ASMD4
A6M06
ASM08
ASM10
A5IVl13
A5M18
ABM1

7M2

Residential 5/8 & 3/4-inch
Residenliaf 1-inch
Residenlial 1.5-inch
Residential 2-inch
Residenliai 3-inch
Residential 4-inch
Residential 6-inch
Residenlial 8-inch
Commercial 5/8 & 3/4-inch
Commercial 1-inch
Commercial 1.5-inch
Commercial 2-inch
Commercial 3-inch
Commercial 4-inch
Commercial 6-inch
Commercial 8-inch
lrrigalion 1-inch
Irrigation 1.5-inch
lrrigalion 2-inch
lrrigalion 3-inch
Irrigation 4~inch
lrrigalion 6-inch
Private Fire 3-inch
Private Fire 4-inch
Privale Fire 6-inch
Private Fire 8-inch
Private Fire 10-inch
Public Interruptible 3-inch
Public Interruptible 8-inch
Public lrllerruptible/Stand-by City of Peoria
Central Arizona Project - Raw (MlSC-VCAP-1 )

1
53
28 547,698

s
$
s
$
s
S
S
S
s
S
$
s
$
$
s
3
S
S
s

55
3,493

119,966

s 4.425.612
S 185,026
s 2,279,569
S 1,078,126
s 20.451
s
s
s
s
$
s
$
$
$
s
s
s
s
s
s
s
$
$
$
s
s
s
s
$
s
$

83
5.275

155,738

28
1 .782

33172

Total Sun CW Water - Billed Revenues 23,094 6,440,256 7,583,628 9,823,308 2,239,681 29.53%

22.121
757

477_b87
4.759.942

555_529

s 6_185,012
1 _23Q,905

394
20.803

7,979,313
1.823.699

18.546
40.554

s 1 _'/94,301
383,794

252
19,751120

29.01%
30.95°/o
29.54%
94.94%
51.03%
51 .03%
29.82'%

Total Residential
Total Commercial
Total Irrigation
Total Private Fire
Total Public Interruptible
Total Public interruptible/Stand-by City of Peoria
Total Central Arizona Project - Raw (MISC-1/CAP-1) 547.698

3.493
119.966

5.275
155.738

782
772

Total Sun City Water - Billed Revenues 23.094 B.440.255 s 7,583,628 s 9,823,308 S 2139.581 29.53%

to
34
35
36
37
38
39
40
41
42
43
44
45
46 Total Booked Revenues Per G.L.~ F.Y. 2006

CB

50

income Statement Adjustment JMR-1 (365 Bitting Days)
Income Statement Adjustment JMR-2 (Unbolted Revenues)
Income Statement Adjustment JMR~3 (Billing Errors)
Income Statement Adjustment JMR-4 (Billing Credits)
Income Statement Adjustment LJG~23 (GWS Fee)

S 8.266.259
(317,656)

91 .580
15.511
2G_562

(498,220)

52
s 7,578,436
s 5 191

0.D8850%
54
55
56
57

Total Adjusted Booked Revenues (Sch. C-1, Col. c, Lm. 2)
Ll reconciled Difference vs. Billed Revenues
%
Test Year Adjusted Other Revenues
Total Revenues al Proposed Rates
Target Revenue Requirement (Sch. C-1. Col. E, Ln. 5)
Total Over/ (Under) Recovery
%

s 11G,043
$ 9,933,352
s 9,933,305
s 47

0.00059
59
60

62
63
64

Description

3

Recap Schedules
H-1
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1

2

3

INTRODUCTION

4

5

Please state your name and business address.

My name is Timothy J. Coley. My business address is 1110 w. Washington,

Suite 220, Phoenix, Arizona 85007.

6

In what capacity and by who are you employed?

I am a Public Utilities Analyst v employed by the Residential Utility Consumer

Office ("RUCO").

;10

11

12

13

Please state your educational background and qualifications in utility regulation.

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate cases and regulatory matters in which l

14 have participated.

15

16

17

Have you previously testified in rate proceedings before the Arizona Corporation

Commission ("ACC")?

18 Yes. I have previously presented testimony regarding revenue requirements in

19 rate case proceedings before the Arizona Corporation Commission (hereafter

20 referred to as "ACC" or "Commission").

21

22

23

24

Please state the purpose of your testimony.

The purpose of my testimony is to present findings and recommendations

resulting from my analysis and review of the Arizona-American Water Company,

A.

A.

A.

Q.

Q.

A.

Q.

Q.

A.

Q.

1
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1 Inc. (hereafter referred to as "AZ-AM"
7

2

3

4

or "Company") rate application for a

determination of the current fair value of its utility plant and property and for

increases in its rates and permanent rate increases in the Company's Sun City

Water District. The Sun City Water District is located in the northwest portion of

5

6

7

8

g

the Phoenix metropolitan area, Maricopa County, and provided water service to

approximately 23,094 customers during the Test Year ("TY"), December 29,

2006, in the communities of'Sun City,Youngtown, portions of the City of

Surprise, and the City of Peoria The water district is essentially built out under

the current Certificate of Convenience and Necessity ("CNN") on file with the

10 ACC. Sun City Water District is a class A Utility under the current and proposed

11 I
i rates recommended by RUCO.

I will sponsor RUCO's recommended overall revenue requirements, rate base

adjustments, operating income and expense adjustments, other remaining

issues, and later will file testimony on the rate design pertaining to the Sun City

Water District. Ms, Marylee Diaz Cortez provides testimony on policy related

positions that RUCO maintains regarding the Company's forthcoming proposed

fire flow surcharge. RUCO witness Mr. William A. Rigsby is providing testimony

and sponsoring RUCO's recommended cost of capital and capital structure

issues.

2
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1 Please describe your participation and work effort on this project.

2 I performed the following procedures to determine whether sufficient, relevant,

3 and reliable evidence exists to support the financial data and claims in the

4 Company's rate application, reviewed and analyzed the Company's rate

5 application, schedules and supporting work papers, reviewed al l  other

6 interveners' data requests, prepared written data requests and evaluated the

7 Company's responses,~contacted~ rC°ompar1y witness, Ms. Linda J. Gutowski, for

other information and reviewed annual reports and prior Commission decisions

regarding Sun City Water District .

10

t i Please identify the exhibits and schedules that you are sponsoring in this

12 testimony.

13 The schedules are labeled TJC-1 through TJC-17 respectively. The exhibits that

14 support my testimony follow immediately after my schedules and are labeled

15 RUCO Exhibit 1 through RUCO Exhibit 8.

16

17 Does your silence on any issues or matters pertaining to the Company's

18 application constitute RUCO's acceptance of the Company's position?

19 No.

20

21

A.

A.

Q.

Q.

A.

Q.

3
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1 THE TEST YEAR

2 What historical TY did the Company utilize in its rate application?

3 The Company chose a TY ending December 29, 2006 ("Test Year").

4

5 Did the Company request any post-test-year adjustments to either rate base or

6 operating income and expenses?

No, not tG~;my krwowiedge.

Does RUGOagree with the Company's chosen historical Test Year?

10 Yes. RUCO has consistently supported the Commission's position that the most

11 "recent" known and measurable historical Test Year should be the year selected

12 for rate applications when setting rates. This approach conforms to  the

13 accounting framework established by the Commission's rules and regulatory

14 principles. AZ-AM's selection of a Test Year ended December 29, 2006 in this

15 case utilizes the most current Test Year data available.

16

17 REVENUE REQUIREMENTS

18 Please summarize the results of your analyses of AZ/AM Sun City Water District

19 and your recommended revenue requirements.

20 The Sun City Water District's revenue should be increased by no more than

21 $1,684,658 This recommendation is summarized on Schedule TJC-1. My

22 recommended original cost rate base is $25,340,359 for Sun City Water District.

23 This information is shown on Schedule TJC-2, and the detail supporting the

A.

A.

A.

Q.

Q.

Q.

Q.

4
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original cost rate base is presented on Schedule TJC-3. The Company has

agreed that its original cost rate base is its fair value rate base and therefore fair

value calculations are not presented. My recommended adjusted operating

income for Sun City Water should be no more than $7,690,323 as shown on

Schedule TJC-7. The detail supporting my recommended operating income is

presented on Schedule TJC-8

SUMMARY

Filease summarize the recommendations and adjustments"you cite".in -'your

testimony

I recommend the following adjustments

13 Rate Base Adjustments

14

16

Then, I

20

Adjustment #1 - Plant and Accumulated Depreciation - This adjustment reflects

RUCO's recommended Sun City Water District Utility Plant in Service ("UPlS")

and Accumulated Depreciation balances since the District's last rate case

(Decision No. 67093). I started with the last Commission approved balance and

accepted certain Company adjustments for a starting point.

reconstructed all plant additions, retirements, adjustments, and transfers since

the last rate case at the approved depreciation rates. also accepted the

Company's responses to Staff data request 1.15 to properly reflect those UPlS

adjustments

I
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Adjustment #2 - Intentionally Left Blank

Adjustment #3 - Remove Maintenance Charges on a Well Incorrectly Recorded

to Sun Citv Water District - This adjustment removes capitalized charges that

were incorrectly recorded

Adjustment . #4 Allowance for Working Capita! This adjustment calculates

cash working capital based on an AZ-AM lead/lag study as applied to RUCO

recommended level of operating expenses

1 1 Operating Adjustments

12

13

Adjustment #1 - Labor Expense .- This adjustment adjusts the hourly pay rate of

four employees to TY end rates. The adjustment reduces Sun City Water

District's labor expense accordingly

16 This

The

18

Adjustment #2 - Remove Eastern Division Allocated Labor Expense

adjustment removes all Eastern Division allocated labor expense.

adjustment reduces Sun City Water District's. al located labor expense

accordingly

Adjustment #3 - Remove All Other Eastern Division Allocated Expenses - This

adjustment removes all other Eastern Division allocated expenses. The
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adjustment reduces Sun City Water District's Eastern Division allocated

expenses accordingly

Adjustment #4 - Late Charges on Power Bills

amount of late charges found on TY power bills

This adjustment removes the

Adjustment #5 Propedv Tax<Expense- This adjustment reduces property tax

expense by adjusting three factersi* 1) the three years of revenue used, 2) the

tax rate, and 3) the inclusion of net tiaook value of transportation equipment

Adjustment #6 .- Revenue Annualization-- This adjustment annualized revenues

to the number of customers at the end of the TY. This increases revenues for

the additional customer growth on a going forward basis

Adiustment #7 - Miscellaneous Expense - This adjustment removes additional

expenses beyond the Company's pro forma adjustment in its rate application that

RUCO finds to be inappropriate in rates

Adjustment #8 Management Achievement Incentive Pay ("AlP") This

adjustment reduces the level of AlP expenses to be borne exclusively by

ratepayers
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Adiustment #9 - Rate Case Expense - This adjustment reduces rate case

Adjustment #10 - Depreciation and Amortization Expense - This adjustment

Adiustmernt #1

expense.

recommended utility plant in service ("UPIS").

reduces depreciation and amortization expense related to RUCO's level of

Waste..DisQosal Expense This adjustment removest :.1h.e~

waste disposal- expense erroneously shown inthe Company's rate application?

10

11 Adiustment.#12 - Income Tax- Expense ._ This adjustment is necessitated by

12 RUCO's recommended level of operating income.

13

14 Other Remaining Issues

15 RUCO's Position on a Low-Income Program- See TJC Testimony

16

17 Ground Water Savings Plan Fee- See TJC Testimony

18

19 Fire Flow Surcharge Proposed by the Companv- See MDC Testimony

20

21

22

23

8

1
I
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1 RATE BASE

2 Rate Base Adjustment #1 - Plant and Accumulated Depreciation

3 Does RUCO accept the Company's January 1, 2002 level of Utility Plant In

4 Service ("UPIS") and accumulated depreciation for a starting point?

5 Yes, RUCO accepts the Company's post-acquisition adjustments for a clean

6 starting point to build U~PIS and accumulated depreciation on a going forward

7 basis. For the accumulated depreciation balances, RUCO attowted the

x -.£83.errlmissipn aufhoazed balance based on each plant account retie to=tetalT}PIS.*

10 Is RUCO recognizing the level of UPIS authorized in the last rate case?

4,1 Yes. Both the Company and RUCO are recognizing theiievel of >UPIS and

12 accumulated depreciation that Decision 67093 authorized. RUCO, however; is

13 accepting the corrections the Company made in its plant accounts post-

14 acquisition as an adjusted starting point.

15

16 Did RUCO make any necessary UPIS or Accumulated Depreciation adjustments

17 to Sun City Water District?

18 Yes. RUCO made adjustments to UPIS and accumulated depreciation for Sun

19 City Water District.

20

21 What adjustments did RUCO make in the Sun City Water District?

22 I adjusted Sun City Water's UPIS by ($1,122,241), which decreased the utility

23 plant in service. An adjustment was made to accumulated depreciation in the

A.

A.

A.

Q.

Q.

Q.

Q.

9
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A. The adjustments to Sun City Water District were necessary for the following
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Those adjustments are on Schedule TJC-3.

Why was it necessary to make the UPIS adjustment to Sun City Water District?

amount of $484,265 that decreased the accumulated depreciation balance.

reasons:

Schedules TJC-4.

1. in the Company's response to Staff d&t3 request 1.15,attached as

The supporting detail is on

RUCO Exhibit 1, the Company agreed to several adjustments, l .

10 made those adjustments in my plant schedules. There were three

11 adjustments in January 2002 that removed or retired $747,449 of

12 plant from UPIS. The first adjustment removed $408,640 of plant.

13 The other two adjustments were retirements that totaled $338,809

14 which also reduced UPIS for a total of $747,449.

15 2. The Company's response to Staff data request 1.15 agreed to the

to removal of $228,968 in account 303300 - Land & Land Rights

17 Pumping. This plant was charged to Sun City erroneously and

18 belongs to the Agua Fria District instead.

19 3. In the same Staff data request referenced above, the Company

20 agreed to an adjustment of $191,726 to account 304600

21 Structures 8< Improvements Office. The Company had originally

22 booked the entire $220,892 of plant directly to Sun City Water's

23

Q.

books. Instead, it is more appropriately allocated based on the
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four-factor allocation of 13.204 per cent, which results in the

adjustment of $191 ,726

4. The third and final component that makes up my total adjustment of

($927,754) to gross UPIS is RUCO's disallowance of the Eastern

Division allocated plant to Sun City Water in the amount of $13,835

RUCO's rationale for disallowing the Eastern Division allocated

plant is based on the Company's response to RUCO data request

2.06, attached as RUGoExhib.it The Company's response to

that data request was as follows

What was called Eastern Division plant was
moved from the Eastern Division business unit
to strictly the Mohave business unit in 2007
Therefore, there is no longer an Eastern
Division plant to be allocated after the end of
the test year

RUCO's basis to disallow the Eastern Division plant allocation is grounded on the

ratemaking principle of nonrecurring. Since the Eastern Division has been

abolished and strictly located in the Mohave business unit, this allocation will no

longer take place on a going forward basis and does not belong in Sun City

Water's UPIS

11



l

Direct Testimony of Timothy J, Coley
DOCKET no. WS-01303A-07-0209

1 To sum RUCO's UPIS adjustment up, I have compiled all four components of the

2 adjustment below.

3

14
5
6
7
8
9

2.
3.
4.

35 747,449
228,968
191,717
13,835

$ 1,181 ,969
1,122,241

10

January 2002 Plant Removal & Retirements
Removal of Agua Fria Plant - Land 8 Land Rights
Allocation of Account 304600 Plant Item
Disallow Eastern Division Plant Allocation
Total RUCO Rate Base Adjustment #1
RUCO Total UPlS Adjustment

Unreconciled Amount $ 59,728

11

12 The unreconciled amount of $59,728 was not identified but works in the

13 Company's favor.

to RUCO had an adjustment to accumulated depreciation after reconstructing its

15 plant and accumulated depreciation schedules and reflecting the Company's

16 second response to Staff's data request 1.15 in the amount of $484,265 that

17 decreased the Company's accumulated depreciation balance. Since this

18 adjustment is in the Company's favor and for sake of expediency, I did not

19 perform an analysis to determine the exact cause that gave rise to that

20 adjustment, but in a large part, it would be attributable to the retirements and

21 corrections (as discussed above) I made to UPIS.

22

23

24 Rate Base Adjustment #2 - Intentionally Left Blank

25

12
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1 Rate Base Adjustment #3 - Plant and Accumulated Depreciation

2

3

4

5

6

7

8 I

Please explain RUCO rate base adjustment #3.

Again, the Company agreed to this adjustment, which incorrectly charged Sun

City Water District for charges related to well maintenance when the well

involved was not in Sun City's Certificate of Convenience & Necessity ("CC&N").

Staff data request 4.1, attached as RUCO Exhibit 3, verifies that the Company is

in agreement with this adjustment, The adjustment is for $19,085, which"reduces

Sure City»Water District's UPIS

10 Rate Base Adjustment #4 - Working Capital

11

12

I

I

I A

What amount of working capital is the Company requesting

The Company is requesting working capital in the amount of $309,400 for its Sun

City Water District

15 I Q

16 I A

How did the Company determine the requested amount of working capital?

The Company determined its working capital request by adding material and

supplies inventories in the amount of $254,674 and prepayments in the amount

of $54,726 for a total of $309,400 for Sun City Water. The Company assumes a

zero cash working capital amount for Sun City Water without providing a

supporting lead/lag study that verifies that assumption

t

A.

Q.

Q.

13
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t Should companies the size of AZ-AM file a lead/Iag study in support of cash

2 working capital requirements?

3 Yes. It has been noted in several decisions "that a lead/lag study is the most

4 accurate way to determine a working capital requirement, and that a lead/Iag

5 study is appropriate for a company of Arizona-Americ:an's size,9:1

.<7 Please explain the concept of cash working capital

company's cash working capital requirement represents the amount of cash ,

the company must have on hand to cover any differences in the time period

10 between when revenues are received and expenses must be paid. The most

11 accurate way to measure the cash working capital requirement is via a lead/lag

12 study. The lead/lag study measures the actual lead and lag days attributable to

13 the individual revenues and expenses.

14

15 Is RUCO proposing a cash working capital requirement adjustment in this case?

16 Yes. RUCO proposes a cash working capital requirement adjustment for Sun

17 City Water that would increase the working capital requirement by $35,522. This

18 adjustment is shown on Schedule TJC-5, page 1, with the details on pages 2 - 7

19 for the Sun City Water District.

20

21

1 Arizona Corporation Commission Decision No. 68858 - Arizona-American Water Company - Paradise
Valley Water District, July 28, 2006, page 14.

A.

Q.

A.

Q.

14
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1

2

3

4

5

If the Company failed to file a lead/lag study in this case, how did RUCO make its

cash working capital adjustments?

In the absence of a lead/lag study in this case, RUCO used the most recent

lead/lag study filed by AZ-AM, which was in the two Mohave Districts' rate

application. However, I did calculate a revenue lag study specific to Sun City

Water.6

' v

10

11

12

Of the 17 different expenses Involved in this lead/lag study, .15 of the 17

expenses should have very minimal torso variance across AZ-AM districts in

Arizona. The only two that could likely vary is purchased water and waste

disposal expense. Twelve of the expenses should be the same, with respect to

lead/lag days, across all AZ-AM Districts.

to

14

15

Is the lead/lag study utilized by RUCO in this case the same one as approved in

Commission Decision No. 69440 on May 1, 2007.

16

17

Yes. It is the same lead/lag study approved in Decision No. 69440 - Mohave rate

However, RUCO made the necessary adjustments to make it

18

applications.

applicable to this case.

19

20

21

22

23

A.

Q.

A.

Q.

15
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1 OPERATING INCOME & EXPENSES

2 Operating Adjustment #1 - Sun City Water Total Labor Expense

3

4

5

6

7

10

Please explain the adjustment(s) made to Sun City Water District regarding Sun

City Water's labor expense.

The labor expense adjustment is the result of one principal component. RUCO

employs the last known TY end hourly wage rate for Sun City Water as the

Company professes it does in Ms, Gutowski's direct testimony on page 5, lines

15-17. l will admit that=Ms» Gutowski uses TY end hourly rates in most instances

but with the exception of fouremployees? The adjustment affects four line item

expenses on the income statement.

11

12

13

14

15

For Sun City Water District, the adjustment reduces labor expense by fB1,047,

reduces group insurance by $7, reduces miscellaneous expense (401 K) by $41 ,

and reduces general tax expense by $105. This is a total reduction of payroll

and payroll benefits in the amount of $1 ,200 for Sun City Water.

16

17 All of those adjustments are summarized on Schedule TJC-8 in adjustment #1

18 RUCO's work papers are available to support the details of the adjustments.

19

20

21

2 See Company's workpapers Expenses\Labor\2006 AZ Labor\2006 Labor PayroII\Column v, lines 3,650-
3,840 for an example of one of the four cited employees.

A.

Q.

16
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1 Why does RUCO disagree with the hourly pay rate the Company used to

normalize labor expense?

RUCO completely agrees with the Company's witness' testimony and largely

agrees with Ms Gutowski's workpaper supporting her adjustment, but RUCO

disagrees with four employees' labor rate employed in the Company's

workpaper, which supports her adjustment. it appears, in those four isolated

instances, alAs Gutowski inadvertently utilized a post-test-year hourly labor fate

assume that sheaooidentally used a post-test»year hourly labor rate because she

clearly states in her direct testimony that she used "the latest known wages air=of

the end of the test year." RUCO's adjustment used the last known hourly rate

listed in the Company's payroll ledger as of TY end December 2006.for each

employee, Thus, the matching principle is upheld for rate raking purposes

14 Operating Adjustment #2 - Remove Easter Division Allocated Labor Expense

15 Explain RUCO's rationale for removing all allocated labor expense related to the

Eastern Division16

RUCO's rationale for removing all the Eastern Division's allocated labor expense

is akin to one of the components that gave rise to RUCO's rate base adjustment

#1 (see RUCO Exhibit 2 as attached). Per Company's response to RUCO data

request 2.06, the Eastern Division was established sometime in 2006 and by

year-end was completely transferred to the Mohave Districts, Thus, the allocated

Eastern Division plant and expenses are strictly non-recurring and have no basis

Q.

Q.

17
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1 to be included in this case on a going forward basis. The Eastern Division was

2 less than a one-year experiment.

3

4 What adjustment is necessary to remove the non-recurring Eastern Division

5 allocated labor expense in this case?

6 An adjustment to reduce labor expense in the amount of $2,475 is necessary to

properly account for the non-recurring Easter Division allocated labor expense.

,  " -r'There.are four other payroll benefits and tax accounts that also must be=adjusted

to properly account"for the non-recurring expenses asfollc)ws;

10

11 1, Group Insurance expense must be reduced by $1 ,010,

. , Pension expense must be reduced by $105,

13 Miscellaneous 401 K expense must be reduced by $58,

14 4. General Payroll Tax expense must be reduced by $247.

15

16 Those adjustments will properly reflect the necessary reductions to remove the

17 non-recurring Eastern Division allocated labor expense and associated payroll

18 benefit expenses. RUCO's total operating income #2 adjustment equals

19 ($3,895). The details are shown on Schedule TJC-8.

20

21

22

A.

Q.

2.

18
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1 Remove All Other Eastern Division Allocated

2

Operating Adjustment #3

Expenses

3 Q

4

Please explain RUCO's operating income adjustment #3 that removes all other

Eastern Division allocated expenses (see RUCO Exhibit 2 as attached)

It is necessary to remove all other Eastern Division allocated expenses beyond

just the labor and payroll benefits to properly reflect the non-recurring expenses

related to the Eastern Division allocated expenses.

reduces or increases the following expenses as fodlows

The adjustment either

Reduce Fuel 8¢ Power expense by $266

Increase Insurance Other Than Group by $634

Increase Customer Accounting by $12

Reduce Rent expense by $31

Reduce General Office expense by $5,496

Reduce Miscellaneous by $3,548

7. Reduce Maintenance expense by $298

8. Reduce Depreciation & Amortization expense by $770

Those adjustments will properly reflect the necessary reductions and increases

to account for all the other non-recurring Eastern Division allocated expenses

RUCO's total operating income #3 adjustment equals ($9,764). The details are

shown on Schedule TJC-8

2.

4.

6.

3.

5.

1.

19
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1 Operating Adjustment #4 - Late Payment on Power Bill

2 Please explain RUCO's adjustment that removes a late payment for power

3 expense?

4

5

6

8

It appears AZ-AM out-sourced the responsibility of paying power bills to a third

party in Texas in 2005. The Company identified one late payment in the amount

of $334 for Well 3.1. Late payments are expenses that ratepayers should be

held harmless for in the provisioning of waterservice. A copy of the bill can be

provided upon request; Thisadjustment is shown on Schedule TJC~E .

g

10 Operating Adjustment #5 - Property Tax Expense

11

12

13

Q. What property tax methodology isRUCO proposing in the instant case?

RUCO's primary property tax methodology utilizes the Arizona Department of

Revenue ("ADOR") methodology, Since 2001, there have been several debates

14 in water and sewer utility rate cases before the Commission. RUCO has

15 persistently maintained that using two historical years' revenues and one

16 revenue, as the formula states in ADOR's memo of January 3, 2001
1 is the

17 correct methodology.

18

19

20

21

What causes companies' property taxes to be so overstated?

This is caused by the companies' failure to recognize two historical Test Years

and one TY of revenues when averaging the three-years as required by the

22 ADOR valuation formula.

23

A.

A.

Q.

A.

Q.

20
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1 Who modified the ADOR valuation formula in 2001 '?

2 After careful study and consideration, the ADOR and the Water Uti l i ties

3 Association of Arizona reached an agreement on the change in the valuation

4 formula for water and sewer utility companies for property tax purposes.3

5

6 What were the reasons and/or goals to modify the ADOR valuation formula?

7 The original valuation method was overly subjective. The goal of the ADoR~ar1d~

the Watefi@:ssociati@fn~=was to arrive at a valuation formula that would:

10

11

12

13

14

1. Produce predictable values.

2. Be easy to administer.

3. Be easy to report.

4. PrOduCe logical results.

5. Be Mori-controversial.

6. Produce a minimum tax impact from the previous year.

15

16 Further, it was hoped that the new modified valuation would assist the companies

17 in future dealings with the ACC regarding projections of future property tax

18 expense.

19

20 How does this Company's methodology vary from the ADOR formula?

21 The Company has disregarded the use of any historical years' revenue. AZ-AM

22 utilized two years of adjusted revenues plus one year of proposed revenues,

23 which will undoubtedly cause an over-collection of property taxes into the future.

3 Arizona Water and Sewer Utility Companies Memo issued by ADOR to all Arizona Water and Sewer
Utility Companies dated January 3, 2001 .

A.

A.

A.

Q.

Q.

Q.

21
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The property tax formula, as prescribed in ADOR's memo of January 3, 2001

determines the Full Cash Value ("FCV") of water utilities, for property tax

purposes, by multiplying the average of the three previous years of reported

gross revenues of the Company by a factor of two (2) and more accurately

estimates projected property tax expense

Using the Company'spropeNy tax calculation, it would over oollect tNepropeNy

taxexpensefor quite a few years before the actual assessment would eatWfup

toftne Company's 2008 projected revenue. In the meantime, the Companyfwitl

be over-recovering its property tax expense based on an inflated revenue

projection

When will the Company pay the property tax impacted by the changes in

revenues approved in this rate case?

Assuming rates go into effect in the second quarter in the 2008, it will not be until

the end of 2009 before the Company will have one full year of operating

revenues at the new rates. The Company will pay property taxes for tax-year

2009 semi-annually, the first payment becoming due on October 31, 2009 and

the last payment due in April 30, 2010

21 I Q Is RUCO offering an alternative methodology in this case?

RUCO continues to believe its proposed methodology is the most accurate

However, the Commission has regularly rejected RUCO's arguments on this

22
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1 issue, and pursuant to this, RUCO is offering a compromise alternative

2 methodology in this case.

3

4 What is the alternative methodology thatRUCO is offering in this case?

5 Rather than the three-years of historical revenues for inputs that RUCO has

6 consistently recommended, RUCO's alternative methodology uses two-years of

'. =historical revenues and one-year of RUCO-proposed level ofrevenue; .The

supporting.=detail of RUCO's alternative property tax».expense methodology is »

, ' shown on Schedules TJC-11(a). This methodology was authorized' in Decision"

to No. 64282, Arizona Water Company - Northern Group rate case.

11

12 What adjustments are necessary using RUCO's two property tax methodologies?

13 RUCO's primary property methodology results in an adjustment that reduces

14 property tax expense by $23,686. RUCO's alternative property tax expense

to methodology reduces property tax expense by $1 ,391

16

17 Are there any other issues that RUCO has with the Company's property tax

18 expense calculation?

19 Yes. In the Company's rate application, the Company failed to list its net book

20 value of transportation equipment and used a slightly different tax rate than what

21 RUCO calculates from the property tax bills. The Company failed to calculate the

22 individually assessed parcels as it calculated the centrally assessed parcels.

23

A.

A.

Q.

Q.

A.

Q.

I Illlllllllll
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Operating Adjustment #6 - Revenue Annualization
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The details of RUCO's property tax calculations can be seen on Schedules TJC-

attached as RUCO Exhibit 4', which'identifies. an additional $1,844 in revenue

No. However, the Company provided response to RUCO data request 4.2,

Did AZ-AM include a revenue annualization adjustment in its rate application?

11 and TJC-11(a).

10 Does RUCO accept the Company's response to RUCO data request 4.2'?

11 Yes. The appropriate revenue annualization adjustment for$1,844 has been

12 made in RUCO operating income adjustment #6 that increases the Company's

13 revenue by that amount. This adjustment is shown on Schedule TJC-8.

14

15 Operating Adjustment #7 - Miscellaneous Expense

16 Please explain RUCO's adjustment to Miscellaneous Expense.

17 Before the Company filed its rate application, it removed certain miscellaneous

18 expenses that it believed to be unnecessary in the provisioning of water services

19 to ratepayers. RUCO made further adjustments that removed meals, gifts, and

20 flowers.

21

22

24

A.

A.

Q.

Q.

Q.
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1 What adjustments did you make pertaining to Miscellaneous Expense that

2 included meals, gifts, and flowers?

3 The adjustment further reduces Miscellaneous Expense by $4,405. This

4 adjustment is shown on Schedule TJC-8.

5

6 Operating Adjustment #8 - Achievement Incentive Pay (AlP)

Please describe Rt3GO~'s*edjustment to Achievement Incentive Pay (AlP).

This adjustmentrte refteetstthe author:ized adjustment accepted in the

10

Company's reoent Paradise Valley Water District rate case in Decision No.

688584 The Commission decision stated the following:

I
RUCO recommends disallowing 30 percent, or $5,555 of the
$18,517 in Arizona Corporate allocated management fees
related to the Company's Annual Incentive Plan expenses,
because 30 percent of the AlP is directly related to Company
financial performance measures and 70 percent to
operational and individual performance measures (RUCO
Br. at 18). RUCO argues that the 30 percent portion of AlP
expenses based on financial performance measures benefit
only shareholders (id.)...

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

We agree with RUCO that shareholders are the primary
beneficiaries of additional profit the Company achieves as
the result of the Company meeting its financial targets, and
therefore find RUCO's proposal to disallow the 30 percent of
the AlP that is based on the Company's financial
performance measures to be reasonable and appropriate.

28

29

4 Arizona Corporation Commission Decision No. 68858, dated July 28, 2006, page 20, lines 23-26.

A.

A

Q.

25
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1 What adjustment is necessary to reflect the authorized adjustment in Decision

2 No. 68858 for Sun City Water District?

3 The Company's response to RUCO Data Request 5.7, attached as RUCO

4 Exhibit 5, stated that the amount of AlP allocated to Sun City Water District was

5 $107,432. multiplied that amount by 30 percent to obtain the adjustment ofI

6 $32,230. That adjustment is shown on Schedule TJC-8.

7

Operating Adjustment #9 - Rate Case Expense

9 What amount of' rate case expense is AZ-AM requesting for Sun City Water

10 District?

11 The Company requested $150,000 in its rate application to be amortized over

12 three-years. However, I believe the Company has since modified its original

13 position regarding the level of rate case expense.

14

15 Why do you believe the Company has modified its position since filing its rate

16 application?

.17 While I was auditing the Company's rate application, it came to my attention that

18 the Company's workpapers did not include the data necessary to determine how

19 the Company made its original request of $150,000. At that point, I contacted

20 Ms. Gutowski and asked for the necessary information concerning rate case

21 expense. She informed me that Commission Staff, Mr. Iggie, had contacted her

22 earlier in the week requesting the same information, and that she was still in the

23 process of gathering the needed information. She said that she would e-mail the

A.

A.

A.

Q.

Q.

Q.

26
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1 information to both Mr. lgwe and me later that day, which she did. After having a

2 chance to review the information I received, I requested a further breakdown of

3 the information originally provided. Evidently, there had been a series of prior e-

4 mails between Mr. Iggie and AZ-AM witness Mr. Broderick concerning the same

5 information that I requested. Ms. Gutowski e-mailed three separate e-mails of

6 Mr. Broderick's and Mr. Iggie's prior correspondence. In the final e-mail between

7 Mr, Broderick and Mr. lgwe, attached as RUCO Exhibit 6, it appears that Mr;

I
Broderick has now accepted a lower amount of requested rate case expense?

, than what was. originally filed in the Company's rate application.
l

10

1_1 Please explain RUCO's basis for making its adjustment to rate case expense.

'12 RUCO's rate case expense adjustment is based on two` components. The first

13 component is the assumption that Mr. Broderick has in fact decided to reduce the

14 Company's request from $150,000 to the amount of $101 ,766 that he lists in his

15 e-mail to Mr. Iggie. That part of my adjustment equals $48,234 divided by the

16 three-year amortization period that amounts to $16,078 annually.

17

18 The second component is a 50/50 sharing of the Company's cost of capital

19 witness between the ratepayers and shareholders, which equals a $2,500

20 ($7,500 adjustment divided by the three-year amortization period). This

21 adjustment was adopted for the Mohave Water and Wastewater Districts in

22 Decision No. 69440 because shareholders receive a benefit through potential

23 higher returns on equity and should share in such an expense. RUCO's total

A.

Q.
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1

2

rate case expense adjustment is ($18,578). This adjustment is shown on

Schedule TJC-8. The supporting detail is shown on Schedule TJC-14.

3

4 Operating Adjustment #10 - Depreciation & Amortization Expense

5

6 A.

7

Please explain your adjustment to the depreciation expense.

My adjustment to depreciation expense reflects the Commission's approved

depreciation rates in the last rate caseappiied to RUCO's recommended plant

balances, as shown on ScheduleTJC-15.

10

11

Why did RUCO have different plant balances than the Company?

That is discussed in my Rate Base Adjustment #1.

12

13

14

15 City Water, which

16

What adjustment did RUCO make to depreciation and amortization expense?

RUCO's adjustment reduced the Company's adjusted TY Depreciation and

Amortization Expense by $37,825 for Sun includes

amortization expense for the Y2K costs.

17

18 Operating Adjustment #11 - Waste Disposal Expense

19 Q. Please explain the reason why RUCO removed the waste disposal expense from

20

21 A

the Company's rate application.

The reason RUCO removed the waste disposal expense from the Company's

rate application arose when the Company provided an explanation to RUCO data

request 2.10

A.

A.

Q.

Q.

Q.
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1

2

3

4

5

6

What did RUCO data request 2.10 ask and what was the Company's response to

it (see attached RUCO Exhibit 7)?

The data request asked, "Please explain what the waste disposal expense for

$4,270 on Company Schedule C-1 was for""? The Company's response was that

the waste disposal expense was erroneously charged to Sun City Water in

December 2006 and subsequently reversed in January 2007. The Company

added, "The charge was*to'record'an accrual for taxes.U

}Q.

to

11 A.E

Please explain why RUCO made the decision to removeth waste disposal

expense based on the Company's response to RUCO data request 2.10.

First, it was not »a wastedisposal expense at al! but rather an accrual for taxes

that was reversed and recorded post-test-year in January 2007. Second, l have

recalculated the appropriate TY income tax expense based on RUCO's

recommended operating income. Therefore, the accounting accrual in January

2007 is not relevant to my adjusted TY revenue requirement. This adjustment is

shown on Schedule TJC-8.

18 Operating Adjustment #12 - Income Taxes

19 IQ.

20 IA.

Please explain RUCO's adjustment to the Company's Income Tax Expense.

This adjustment results from RUCO's recommended level of operating income.

These adjustments are shown on Schedules TJC-8 for Sun City Water. The

supporting detail is provided on Schedules TJC-16.

7

A.

Q.
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1 OTHER REMAINING ISSUES

2 Low-Income Program

3 Please discuss RUCO's position pertaining to the Company's current

4 unimplemented low-income program that was authorized in Commission

5 Decision No. 67093.

6 It was RUCO's opinion, as well as the Company's opinion, that the mechanism to

7 fund the previously authorized low-=income program would have a larger baiartoe

8 I than it does today. The low-income program authorized in Commission Decision

9 No 67093 fer Sun City~Water District permitted a waiver of the "CAP" 'surcharge

10 for residential customers on a 5/8 inch X 3/4 inch meters with incomes below 150

11 percent of the federal poverty guidelines. The CAP surcharge, officially Known .

12

13

as the "Groundwater Savings Fee (GSF-1 tariff)" for residential customers, would " '

generate a modest $1.085. RUCO believes that mere amount is not significant

14 enough for a low-income customer qualifying for the program, which is also the

15 Company's position.

16

17 Why hasn't the groundwater savings pipeline project collected more fees to

18 increase this waiver to low-income residential customers?

19 A.
I

The pipeline project in Sun City Water was proposed nearly 10 years ago. There

20 has been no construction on it whatsoever to date. It remains highly uncertain if

21 it will ever be constructed, so the waiving of the surcharge would not likely

5 See Thomas Broderick Direct Testimony on page 11, line s.

A.

Q.

Q.
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1 provide any material benefit to the qualifying customers for the low-income

2 program now or in true foreseeable future.

3

4 What is RUCO's position in this case regarding the formation of a new Iow-

5 income program for Sun City Water District?

6 If a low-income program properly targets the appropriate set of customers,

creates material benefits for qualifying participants, is not overly burdensome on

.. -, man-participants of the program, and is efficiently administered RUGD is highly

i supportive of formir1ga"new low=income program for Sun City Water,

10

-1.1 In his direct testimony, Mr. Broderick asks all interveners in this case to indicate

1 in their initialtestimony whether they support a low-income program; RUCO

13 supports a low-income program for Sun City Water if the program meets the

14 above-mentioned criteria.

15

16 What does RUCO recommend in this proceeding to form a new low-income

17 program for Sun City Water District?

18 RUCO suggests AZ-AM submit a detailed program as part of its rebuttal

19 testimony for all interveners to review and evaluate. Mr. Broderick points out in

20 his direct testimony that AZ-AM has access to American Water's low-income

2t administrator, Ms. Cindy Datig, Executive Director, Dollar Energy, which

22 develops low-income programs in other states. RUCO recommends that Ms.

2

A.

A.

Q.

Q.
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Datig file rebuttal testimony that supports a low-income program for Sun City

Water to be reviewed by all other interveners

4 Ground Water Savings Plan Fee

5 Q Please discuss RUCO's issue regarding the Company's Ground Water Savings

6 Plan Fee

In RUCO data request 4.4, RUCO askedques~tionsof the Company pertaining to

the Ground Water Savings Fee. AZ-AM's responseto RUCO's request4.4(b)

concerns RUCO; RUCO may conduct fuNher discovew on this issue (see RUCO

Exhibit 8 as attached)

What in the Company's response concerns 'RUCO to seek potential additional

discovery?

In response to RUCO data request 4.4 b., the Company stated the following

4.4 Ground Water Savings Tariff - Please provide the following information
regarding the GroundWater Savings balancing account

Question b.: Identify the account balance at test-year end

Answer: The Company has recently determined that the
calculation of the Groundwater Savings Fee is
not up to date. We are in the process of
determining the balance in Annual Costs for
December, [sic] 2006. We will be fi l ing an
update to the Groundwater Savings Fee when
we have completed our analysis and wi l l
provide that information in this proceeding at
that time

Thus, the Comparly's position is not final and RUCO reserves the right to take a

position on this issue once the referenced updates are provided
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1 Fire Flow Surcharge

2 Please address RUCO's position regarding the Company's proposed Fire Flow

3 Surcharge.

4 As previously stated, Ms. Diaz Cortez addresses that issue fully in her testimony.

5

6 Q Does that conclude your direct testimony at this time?

7 Yes, it does.

II

I

A.

A.

Q.
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APPENDIX 1

Qualifications of Timothy J. Coley

WORK HISTORY

July 2000 - Present: RESIDENTIAL UTILITY CONSUMER OFFICE, Phoenix, Arizona
Public Utilities Analyst v. The Residential Utility Consumer Office (RUCO) is a
consumer advocate group providing residential consumers a voice in utility regulation and
backed by a professional staff with legal and financial expertise. Responsibilities include:
audited, reviewed and analyzed public utility companies various filings, prepared written
testimony, schedules, financial statements, and spreadsheet models and analyses.
Testified and stand cross-examination before the Arizona Corporation Commission.

January 2000 - April 2000: JACKSON HEWITT TAX SERVICE, Phoenix, Arizona
Tax Preparer. Interviewed clients, determined tax situation, and explained how the tax
laws benefited them in their specific situation. Ensured that each customer received
every deduction that they were entitled. Prepared individual and business income tax
returns, Which best Utilized each specific situation that minimized their tax obligations.

May 1998 - November 1999: BENEFITS CONSULTING, Cypress, Texas
Consultant Assistant. The consulting firm specialized in alleged medical claim charges
brought against the government of Harris County in Houston, Texas. Assisted in the
review, examination, and analysis of the attested charges. Determined if the purported
medical claim charges were prudent, customary, and reasonable for the alleged
sustained injuries. The He analyzed cases for both the County's Risk Department and
Attorneys Office .

January 1992 - April 1998: PHOENIX SERVICES, Villa Rica, Georgia
Owner. Provided landscaping services primarily in a high growth gated community where
the Property Owners' Association approved mandated ordinances to be strictly adhered
and abided by- Coordinated and supervised all aspects of projects from inception to
completion, from master planning to site design to installation.

May 1989 .. October 1991: GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating
many intrastate telecommunications, electric, and gas utility industries operating in
Georgia. it was the PSC'sjob to ensure that consumers received adequate and reliable
service at reasonable rates. It must also assure the utility companies and investors an
opportunity to earn a fair rate of return on prudent investments. The Commission
participated significantly in Georgia's economic health and growth. l was promoted to the
PSC's ElectricJGas Division where I examined, verified, and analyzed various financial
documents, accounting records, reports, ledgers, and statements. In addition, l was
assigned to automate the PSC's Electric Division where l utilized a computer application
process that I had developed earlier while with the (PSC) Telecommunication Division. l
was later ascribed to work in conjunction with the Engineering Department and
established a procedure to track and compare costs of operation and maintenance
(O&M) expenses of nuclear electric generating plants. This effort determined a
comparative price per kilowatt-hour produced that influenced the awareness for the
company to control the O&M costs, which benefited the consumer through lower prices.

Developed computer application system that streamlined audit procedures by 30 - 40%.
Various other schedules were implemented to track, maintain, and control costs.
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TIMOTHY J. COLEY (Page 2)

GEORGIA PUBLIC SERVICE COMMISSION (continued)

November 1986 - April 1989: Georgia Public Service Commission, Atlanta, Georgia
Auditor. Regulated telecommunications and also oversaw the deregulation process that
was currently underway in that industry. Examined and analyzed accounting records to
determine financial status of companies and prepared financial reports concerning audit
findings. Reviewed data including payroll, time sheets, purchase vouchers, cash receipt
ledgers, financial reports, and disbursements. Verified statewide telephone company
transaction classifications and documentation.

s

a

Developed computer application utilizing Lotus to completely automate and
streamline the entire telecommunication audit process. The results saved 25% in field
audit time and produced a product of professional appearance.
Created, coordinated, and implemented "Operational Project Training" automated
procedure-training program.Trained and supervised staff of five auditors.
Computerized "Desk Audit Analysis" program that identified 11 independent
telephone companies in the state of over-earning and resulted in $4.1M annual
savings to the Georgia ratepayers affected.

October 1985 - October 1986: Georgia Public Service Commission, Atlanta, Georgia
Junior Auditor. Assisted in planning and performing telecommunication audit
engagements. Examined financial records, internal management control,
correspondence, bills, and records of services delivered in order to verify or recommend
compliance with company specifications contained in contracts, agreements, regulations,
and/or laws.
» As a special project, l was assigned to analyze the results of a survey designed to

evaluate "Interest in Organizing a Multi-State Nuclear Management Review Group"
by the Director of Utilities. Wrote the draft and findings for the speech that was
presented to all participatory commissions.

PROFESSIONAL MEMBERSHIPS
•

•

Elected Member of the National Honor Society for Public Affairs and Administration.
Active Member of Delta Sigma Pi - Professional Business Fraternity.

SPECIAL TRAINING AND CERTIFICATES
•

•

•

The Graduate School of Business Administration - Michigan State University,
completed the Annual Regulatory Studies Program of the National Association of
Regulatory Utility Commissioners.
Completed Graduate Exit Paper on "Deregulation of the Electric Industry".
Attended Eastern Utility Rate School in 2000 and 2005.

EDUCATION
Currently enrolled at Arizona State University - West in the Post Baccalaureate
Graduate Certificate Program in Accountancy with two courses remaining
Master of Public Administration, State University of West Georgia, 1997, GPA 3.5
BS Business Management & Administration, Minor in Economics, Sorrel School of
Business, Troy State University, 1985
AA Business Administration, Miles Community College, 1981
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RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION

Residential Utility Consumer Office For Years 2000 To Present

Arizona-American Water Company - Docket No. WS-01303A-05-0405

Arizona Public Service Co, - Docket No. E-01345A-03-0437

Tucson Electric Power Company - Docket No. E-01933A-04-0408

UniSource Merger - Docket No. E-04230A-03-0933

Arizona-American Water Company - Docket No. WS-01303A-02-0867

Arizona Water Company (Eastern Group) - Docket No. W01445A-02-0619

Litchfield Park Service Company - Docket Nos. W-01427A-01-0487 &
SW-01428A-01 -0487

Arizona Water Company (Northern Group) - Docket No. W-01445A-00-0962

Rio Verde Utilities, Inc. Docket Nos. w-02156A-00-0321 &
SW-02156A-00-0323

Arizona-American Water Company (Paradise Valley) -
Docket Nos. W-01303A-05-0405 &

W-01303A-05-0910

Arizona-American Water Company (Mohave District) -
Docket No. WS-01303A-06-0014

Arizona-American Water Company (Sun City & Sun Cit West Wastewater) -
Docket No. ws-01303A-06-0491

Georqia Public Service Commission For Years 1985 - 1991

Atlanta Gas Light Company

Georgia Power Company

Atlanta Gas Light Company (Management Audit)



Georqia Public Service Commission For Years 1985 - 1991 (continued)

Georgia Power Company

Trenton Telephone Company

Fairmont Telephone Company

Elli jay Telephone Company

GTE, Inc.

ALL-TEL Telephone Company

Citizens Utilities Co.

Ball Ground Telephone Company

Lanett Telephone Company

Brantley Telephone Company

Blue Ridge Telephone Company

Waverly Hall Telephone Company

St. Marys Telephone Company

Darien Telephone Company

Statesboro Telephone Company

Statesboro Telephone Co-op

Wilkes Telephone Company

l l l III I III |||1_|_-
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RUCO Exhibit 1

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Response provided by:

Title:

Linda Gutowski

Senior Financial Analyst

Address: 19820 N 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: All 1.15 - 21'\d Response

Staff has highlighted certain plant additions, retirements and adjustments
depicted on Company Schedule B-2, pages 5-27. For each plant account
identified for each month, please provide the following information:

1. A schedule showing a breakout of plant additions, retirements and
adjustments from the aggregate amount for each month for the plant
account identified in the attached schedule (on co).

2. Provide supporting documentations, such as invoices or work order,
evidencing the posted transaction for each plant account identified for
each month. Please separately provide supporting documentation for
additions, retirements and adjustments.

A; The Commission Staff Mr. Alexander Iggie came to the Corporate offices of
Arizona-American the week of August 27th for an on-site audit of the supporting
documentation on his requested list of additions, retirements, and adjustments. In the
course of the audit, the Company and Mr. Iggie agreed to several adjustments to be
made to the books, as follows:

Jan 2002 -

Jan 2002
Jan 2002

remove ($408,639.65) from 307000 Wells 8 Springs and move to
Acct 104000 Plant Held for Future Use

retire (9619,594) from 320100 Water Treatment Equipment
retire ($319,215) from 330000 Distribution Reservoirs 8 Standpipes

The Sierra Montana Booster Station in Surprise belongs in the Agua Fria Water
District. A mistake was made, and the plant was charged to Sun City Water and later
moved to Agua Fria Water. The following entries to Sun City Water are the errors that
were made involving this one project. All of them need to be reversed:

Acct 1 ot0
12/05/03
01 /21 /04
01 /21 /04
08/17/04

02.303000 - Land & Land Rights Pumping
$228,967.92
$228,967.92

($228,967.92)
$228.967.92



RUCO Exhibit 1

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

08/17/04 ($228,967.92)

Response provided by:

Title:

Linda Gutowski

Senior Financial Analyst

Address: 19820 N -7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: All 1.15 - 2flld Response

09/24/04
10/22/04
11/19/04
12/10/04
10/06/05
Post TY E
01 /31 /07

(SS 24,724.56)
($ 309.16)
(S 12,208.43)
($ 58,442.12)

$ 12,846.41
try made to fix the last several entries:

$ 80,837.86

The correct balance that should be in 303300 every month is $8,456.29 There were no
additions to Land & Land Rights Pumping in Sun City Water in this timeframe.

01002.310100 - Power Generation Equip Other
$421 ,791 .98
$421 ,791 .98

Account 1
12/05/03
01/21/04
01 /2t /04
09/09/05
09/09/05
9/12/05

($521 ,79198>
($421 ,79198)
($204,232.27)

$204,232,27

Net effect is zero, just timing differences.

Account 1
12/05/03
01 /21 /04
01 /21 /04
09/12/05

01002346300 - Communication Equip Other
$204,232.27
$204,232.27

($204,232.27>
($204,232.27)

Net effect is zero, just timing differences
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RUCO Exhibit 1

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Response provided by: Linda Gutowski

Title: Senior Financial Analyst

Address : 19820 N 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: All 1.15 - 2t*d Response

The Verrado Middle School Developer Advance was charged to Sun City Water in error
and then moved to Agua Fria Water. Both of the following entries should be removed
from the Sun City Water books:

101002.335000 - Hydrants
12/10/04 $8,801 .01
11/03/05 ($8,709.97)

in answer to Mr. lgwe's remaining questions concerning plant additions, retirements and
adjustments that came up during the audit:

101002304200 - Structures 8 Improvements Pumping
09/08/05 $39,042.37

The company added a sewer tap to the mobile mini trailer that serves as a maintenance
crew office at Sun City Water Plant #2. The sewer line is booked to Sun City Water
plant because it is part of the water plant, and as a company use account, provides no
revenue to Sun City Sewer.

101002304600 - Structures & Improvements Dffice
12/03/05 $220,882.56

The company remodeled, rehabilitated, and performed security upgrades at the office
located in Sun City. All of this work is currently on the books of Sun City Water District.
Instead, 15.269% should be allocated to Sun City Water based on the 2006 4 Factor
Allocation.
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RUCO Exhibit 2

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Response provided by: Sheryl Hubbard

SeniorRate AnalystTitle:

Address: 19820 N. 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: _RUCO 2.06

Plant and Accumulated Depreciation - Please explain why there is an Eastern
Division allocation of plant in Sun CityWater district because there is nO Easter
Division Corporate plant allocations in Sun Cities Wastewater recent rate
application. Explain where the Eastern Division is located, if in Arizona, please
define the Eastern Division service territory and services they provide. Please
confirm if the Eastern Division is allocated plant. If it is allocated, please provide
the districts to which receive the allocations.

Arizona-American began segregating the Arizona Corporate investment among
the Central Division districts and a recently-established Eastern Division in 2006.
The wastewater case test year was 2005, before the reorganization into these
two Divisions. This process is still in progress and Arizona-American has been
determined that these investments are more fairly allocated among all Arizona
entities and accordingly, the allocation factors used in this proceeding are the
same as the factor to allocate the Arizona Corporate investments.

What was called Eastern Division plant was moved from the Eastern Division
business unit to strictly the Mohave business unit in 2007. Therefore, there is no
longer an Eastern Division plant to be allocated_after the end of the test year.
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RUCO Exhibit 3

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Response provided by:

Title:

Sheryl Hubbard

Senior Rate Analyst

Ad dress : 19820 N. 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: DH 4.1

I

The Company stated that in 2006, $549,918 was paid for well installation/repair
for Well #2.1 8¢ Well 2.4, The service was conducted by Zim Industries and
Layne Christensen. After a review of the invoices from these two work providers,
believe that $19,085 for Well #55-602967 (Layne Christensen's invoice
#'l0814267) should be removed from this project. My reasons are (1) Well #55-
602967 is not listed in the Arizona American Sun City Water District property, (2)
based on ADWR's well log database, Well #55-602967 is located in Santa Cruz
County and is belonged to the U. S. Department of Interior BLM. Layne
Christensen may have wrongly billed the Company. Please explain if you feel
that our conclusions are incorrect.

Upon closer analysis, the Company agrees that the $19,085 invoice should not
be charged to this project.
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RUC() Exhibit 4

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Linda J. GutowskiResponse provided by:

Title: Senior Financial Analyst

Address: t9820 N. 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: RUCO 4.2

Revenue Annualization - Please provide a test-year end revenue annualization
calculation that reflects the Company's response to Staff DR DH3.2.

The change in customers from 2005 to 2006 is only 30. The change through
August, 2007 is only 9 customers more. Attached is an excel spreadsheet, DR
4.2 Customer Annual.xls that displays all the classes by month and annualized
the revenue for 2006. The end result is additional revenue of $1 ,844.

I' ll
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RUCO Exhibit 5

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITYWATER DISTRICT
WS-01303A~07-0209

Response provided by: Linda J. Gutowski

Title: Senior Financial Analyst

Address : 19820 n. 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: R UC O 5.7

.management Fee - Please identify the amount and account in the.company's
trial balance for the Service Company incentive pay and bonuses (Le. AlP) that is
included in the test year Management Fee for Sun City Water district.

The following table shows the account numbers and amounts in the Analysis of
Income Statement for the Service Company incentive pay and bonuses that are
included in the 2006 Management Fee for Sun City Water District:

Account No.
534600
534620
534650
534700
534750

Amount
$23,160

$17
$10,328
$55,896
$18,031

Total $107,432
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RUCO Exhibit 6

SUN CITY WATER
CASE no. W-01303A-07-0209

RATE CASE EXPENSE

Rate Case Expense

Actual
through
9/24/2007

Additional
Expense

Total
Estimated
Expense

Craig Marks, External Counsel $8,550.00 $40,790.00 $49,340.00

Joel Reiker, Cost of Equity External Witness $15,000.00 $15,000.00

Dollar Energy Fund
Low Income Program Testimony, External Witness $1 .650.00 tb [1] $1 ,650.00

$2,000.00$1 ,392.07
$33.03

$170.00
$1 ,367.34

$24.78
$8,298.72

$25.00

Copying Services, Public Meetings, Notices, Surveys
Fedex Kinko's
Arizona Republic Classifi
Mesa Tribune
Office Max
Moody's Quick Delivery
Direct Impact (Postage, Copying Notice)
Additional Fire Flow 8 Ratemaking Survey
Public Participation Meetings

Miscellaneous Other

$20,000.00
$2,000.00

$46473

$3,392.07
$33.03

$17000
$1 .367.34

$49.78
$8,298.72

$20,000.00
$2.000.00

$46473

$21 ,950.67 $79.815.00 $101.765.67
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RUCO Exhibit 7

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Response provided by: SherylHubbard

Title: Senior Rate Analyst

Address : 19820 n. 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: RUCO 2.10

Waste Disposal Expense - Please explain what the waste disposal expense for
$4,270 on Company Schedule C-1 was for,

The waste disposal expense Of $4,270 charged to Sun CityWater in December
2006 was subsequently reversed in January 2007. The charge was to record an
accrual for taxes.

l l



RUCO EXHIBIT 8

I I I'll _ll



11 »

RUCO Exhibit 8

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Response provided by: Linda J. Gutowski

Title: Senior Financial Analyst

Address : 19820 n. 7th Street, Suite 201
Phoenix, AZ 85024

Company ResponseNumber: RUCO 4.4

Ground Water Savings Tariff-
the Ground Water Savings balancing aconurit:

Please provide the following information regarding

a. In what account does the balancing account reside,

b. identify the account balance at test-year end,

c. Explain how any positive and/or negative balances are trued-up.

The balancing of the Groundwater Savings Fee occurs off line on an excel
spreadsheet that is put together using account 165500 where the paymentsand
credits are, the revenue accounts 401119, 401219, and 401719 for Residential,
Commercial, and Sale for Resale Revenue respectively, and the purchased
water account, 510100.11 .

b. The Company has recently determined that the calculation of the Groundwater
Savings Fee is not up to date. We are in the process of determining the balance
in Annual Costs for December, 2006. We will be filing an update to the
Groundwater Savings Fee when we have completed our analysis and will provide
that information in this proceeding at that time.

EL

c. If there is an under collection in the recovery of the Deferred Costs Portion of
the Groundwater Savings Fee, the Company will absorb the deficiency as stated
in its tariff. If there is an over collection in the Deferred CoSts Portion of the
Groundwater Savings Fee, the Company will identify the balance for future
regulatory disposition which may include offsetting actual payments to CAP not
presently recovered by the ongoing surcharge. Any under or over collection in
the Annual Costs Portion of the Groundwater Savings Fee is rolled into the next
year's calculation of the new fee
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ARIZONA-AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
REVENUE REQUIREMENTS

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-1
PAGE 1 OF 2
DIRECT TESTIMONY

REVENUE REQUIREMENTS

LINE
NO. DESCRIPTION

(A)
COMPANY

REQUESTED

(B)
RUCO

RECOMMENDED

t ADJUSTED RATE BASE $ $

2 ADJUSTED OPERATING INCOME

25,961,898

693,412

2.67%

25,340,359

779,993

3.08%

4

CURRENT RATE OF RETURN (LE / LI )

REQUIRED RATE OF RETURN 7.98% 716%

REQUIRED OPERATING INCOME (LE * LI)

6 OPERATING INCOME DEFICIENCY (L5 - L2)

GROSS REVENUE CONVERSION FACTOR

5 2,071,759

7

1,378,347

1.6286

1,814,370

1,034,377

1.6287

8 GROSS REVENUE INCREASE

9 CURRENT REVENUES T/Y ADJUSTED 7,688,479

9.933.256

7,690,323

9.374.98110 PROPOSED ANNUAL REVENUE (L8 + LE)

11 PERCENTAGE AVERAGE INCREASE 29.20% 21.91%

REFERENCES
COLUMN (A): COMPANY SCHEDULE A-1
COLUMN (B): SCHEDULE TJC-1, PG. 2, TJC-2, TJC-7 AND TJC-17
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
GROSS REVENUE CONVERSION FACTOR

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-1
PAGE 2 OF 2
DIRECT TESTIMONY

DESCRIPTION AMOUNT REFERENCE

1 REVENUE 1.0000

2 UNCOLLECTIBLES 0.00000 COMPANY SCH. C-3

3 SUB-TOTAL 1.0000 LINE 1 - LINE 2

4 LESS: TAX RATE 38.60%

5 TOTAL 0.6140

NOTE (a)

LINE 3 ... LINE 4

6 REVENUE CONVERSION FACTOR LINE 1/LINE 5

NOTE (3)
CALCULATION OF EFFECTIVE TAX RATE

OPERATING INCOME BEFORE TAXES
LESS: ARIZONA STATE TAX
TAXABLE INCOME FEDERAL
TIMES: FEDERAL INCOME TAX RATE
SUBTOTAL
ADD STATE TAX RATE
LINE 3 ABOVE
EFFECTIVE TAX RATE

100.00%
6.97%

93.03%
34.00%
31 .63%
38.60%

100.00%
38.60%



ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29. 2006
SUN CITY WATER DISTRICT
RATE BASE .. ORIGINAL COST

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-2
DIRECT TESTIMONY

(B) (C)
RUCO

LINE

(A)
COMPANY

AS
FILED

RUCO
ADJUSTMENTSDES CRIP TION ADJUSTED

1 PLANT IN SERVICE $

2 ACCUMULATED DEPRECIATION

3 NET PLANT IN SERVICE

$45,025,075

(17,192,328)

$27,832,747 $

(1,141,326)

484,265

(657,051)

$ 43_883.749

(16.708;063)

$ 27,175,686

CONSTRUCTION WORK IN PROGRESS (CWIP)

5 TOTAL NET PLANT $27,832.747 $ (657,061) $ 27,175,686

6
Less:
ADVANCES IN AID OF CONSTRUCTION (AIAC)

7 CONTRIBUTIONS IN AID OF CONSTRUCTION (GIAC) - NET

8 IMPUTED REGULATORY ADVANCES

9 IMPUTED REGULATORY CONTRIBUTIONS

10 CUSTOMER METER DEPOSITS

11 DEFERRED INCOME TAXES

(3,576,920)

(63,004)

(551,760)

(567,874)

(2,100)

1.938,781

(3,576,920)

(63,004)

(551,760)

(567,874)

(2,100)

1,938,781

12
Plus:
DEFERRED DEBITS

13 WORKING CAPITAL

642,628

309,400 35,522

642,628

344,922

14 UTILITY PLANT ACQUISITION ADJUSTMENT

15 TOTAL RATE BASE $25,961,898 $ (621,539) $ 25,340,359

REFERENCES:
COLUMN (A): COMPANY SCHEDULE B-1
COLUMN (B): SCHEDULE TJC-3
COLUMN (c): COLUMN (A) + COLUMN (B)
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
OPERATING ADJ. #1 .. TOTAL UTILITY PLANT IN SERVICE (UPIS)
AND ACCUMULATED DEPRECIATION

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-4
DIRECT TESTIMONY

Total Sun Citv Water UPIS:

Line
No. , Description Amount

1
2
3

Sun City Water Direct Plant Per Company
Sun City Water Direct Plant Per RUCO
RUCO's Direct Plant Adjustment

$44,512,311
43,403,905
(1 ,118,406)

4
5
6

Sun City Water AZ-Corporate Allocated Plant Per Company
Sun City Water AZ-Corporate Allocated Plant Per RUCO
RUCO's AZ-Corporate Allocated Plant Adjustment

414,338
414,338

0

7
8
g

Sun City Water Central Division Allocated Plant Per Company
Sun City Water Central Division Allocated Plant Per RUCO
RUCO's Central Division Allocated Plant Adjustment

84,591
84,59

0

10
11
12

13,835Sun city Water Eastern Division Allocated Plant Per Company
Sun City Water Eastern Division Allocated Plant Per RUCO
RUCO's Eastern Division Allocated Plant Adjustment (13,835)

'13
14
15

Total Sun city Water Gross UPIS Per Company
Total Sun City Water Gross UPlS Per RUCO
Total RUCO Gross UPIS Adjustment

45,025,075
43,902,834

$<1,122,241)

Total Sun Citv Water Accumulated DeDreciation:

16
17
18

Sun City Water Direct Plant Accumulated Depreciation Per Company
Sun City Water Direct Plant Accumulated Depreciation Per RUCO
RUCO's Direct Plant Accumulated Depreciation Adjustment

$16,887,027
16,432,305

(454,722)

19
20
21

Sun city Water AZ~Corporate Allocated Plant Accumulated Depreciation Per Company
Sun City Water AZ»Corporate Allocated Plant Accumulated Depreciation Per RUCO
RUCO's AZ-Corporate Allocated Plant Accumulated Depreciation Adjustment

272,212
245,685
(26,527)

22
23
24

Sun City Water Contra! Division Allocated Plant Accumulated Depreciation Per Company
Sun city Water Central Division Allocated Plant Accumulated Depreciation Per RUCO
RUCO's Central Division Allocated Plant Accumulated Depreciation Adjustment

29,547
30,073

526

25
26
27

Sun City Water Eastern Division Allocated Plant Accumulated Depreciation Per Company
Sun City Water Eastern Division Allocated Plant Accumulated Depreciation Per RUCO
RUCO's Eastern Division Allocated Plant Accumulated Depreciation Adjustment

3,542

(3,542)

28
29
30

Total Sun City Water Accumulated Depreciation Per Company
Total Sun City Water Accumulated Depreciation Per RUCO
Total RUCO Accumulated Depreciation Adjustment

17,192,328
16,708,063

$ (484,265)

31 RUCO's Sun City Water Plant Adjustment - Net of Accumulated Depreciatlon $ (637,976)

Supporting Schedules:
\TJC-4(a)Schedules\Pages1 -5\DirectPlant\AZ-CorpPlant\Centra!DivisionPIant\
Regarding RUCO's Eastern Div. treatment see Company response to RUCO DR 206
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
RATE BASE ADJ. #3 _ WORKING CAPITAL ADJUSTMENT
WORKING CAPITAL ADJUSTMENT SUMMARY

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 1 OF 7
DIRECT TESTIMONY

LINE
no. DESCRIPTION AMOUNT

1
2
3

$Cash Working Capital per Company
Cash Working Capital per RUCO
RUCO Adjustment

35,522
35,522

4
5
5

Materials & Supplies Inventories per Company
Materials & Supplies Inventories per RUCO
RUCO Adjustment

254,674
254,674

7
8
9

Prepayments per Company
Prepayments per RUCO
RUCO Adjustment

$ 54,726
54,726

10 Total Working Capital Adjustment l$ 35,522 I

REFERENCES
Lines 1, 4, and 7: Company Schedule B-5, Page 1
Line 2: See RUCO Schedule TJC-5, Page 2 of 7
Line 10: Line 3 + Line 6 + Line 9
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ARIZONA-AMERICAN WATER COM PANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
RATE BASE ADJ. #3 - WORKING CAPITAL ADJUSTMENT
LEAD/LAG CALCULATION

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 2 OF 7
DIRECT TESTIMONY

(A) (B) (C) (D) (E)

LINE
n o . DESCRIPTION

EXPENSES
PER

COMPANY
RUCO

ADJUSTMENTS

RUCO
ADJUSTED
EXPENSES

RUCO
(LEAD)/LAG

DAYS
RUCO

$ DAYS

1 LABOR $ 1,137,093 $ (3,521) 1,133,572 12.00 $ 13,602,860

2 PURCHASED WATER w 0.00

3 FUEL & POWER (600) 32.42

4 CHEMICALS

1,572,696 x

49,041 * 28.47

50,988,840

1 ,395,991

s WASTE DISPOSAL 30.00

6 MANAGEMENT FEES

GROUP INSURANCE

PENSIONS

(3.88)

(4.64)

45.00

9 INSURANCE OTHER THAN GROUP

(4,270)

(32,230)

<1 ,01 al

(105)

634 45.00

10 CUSTOMER ACCOUNTING 12 7.46

11 RENTS (31)

12 DEPRECIATION & AMORTIZATION

1 ,573,296

49,041

4,270

1388.158

276,821

51 ,046

51 ,587

185,878

19,442

1 ,287,646

1 ,353,928

275,803

50,941

52,221

165,890

19,411

N/A

(10.68)

0.00

(5,253,242)

(1 ,280,969)

2,292,338

2,349,942

1 ,237,653

(207,343)

N/A

13 OTHER OPERATING EXPENSES 30.00

14 TAXES OTHER THAN INCOME

617,314

99,873

274.072

15.65

PROPERTY TAXES

531,161

100,225

297.758

(13,847)

(352)

(23,686)

126.709

212.50

18,519,414

1 ,563,123

58.240.323

STATE INCOME TAXES 111.120 62.65 6.961 .643

FEDERAL INCOME TAXES 575.023 504.251 37.50 18.909.850

INTEREST

(15,589)

(70,766)

830.781 4.736 835.517 106,84 89.265.843

TOTAL OPERATING EXPENSES $ 7,775,848 $ 627.454 $ 7.115.656 $ 258,586,065

20 EXPENSE LAG 36.34

21 REVENUE LAG 38.16

22 NET LAG

23 CASH WORKING CAPITAL

REFERENCES
Col. A, Line 23 = Cash Working Capital Allowance = (col. D, Line 19/365) X Col. E, Line 22
Col. B = RUCO's Expense Adjustments on TJC-B
Col. C : Col. A + Col. B + Col. C
Col. D = Company's and RUCO's Calculated Expense Lead and Lag Days from Study
Col. E : Col. C X Col, D
Col. D. Line 20 : Col. E. Line 19 / Col. c, Line 19
Col. D, Line 21 = Company's Revenue Lead/Lag Calculation on Page 3
Col. D. Line 22 = Col. D. Line 21 - Col. D. Line 20

7

NOTE
N/A = NON CASH CHARGES EXCLUDED FROM CASH WORKING CAPITAL LEAD/LAG STUDY CALCULATION

RUCO RECOMMENDED LEVEL OF CASH WORKING CAPITAL EXPENSES
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ARIZONA-AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
TEST YEAR ENDED DECEMBER 29, 2006
RATE BASE ADJ. #3 . WORKING CAPITAL
REVENUE LAG ANALYSIS

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 3 OF 7
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G) (H) (I) (J)

LINE
n o . BEGINNING ENDING

MID-POINT
SERVICE
PERIOD BILL DATE

BILLING
LAG DUE DATE PAY LAG

REVENUE
LAG DAYS

AMOUNT
OF BILL

RUCO
$ DAYS

9/28/2006
8/1 /2006
8/1 /2006

10/3/2006
9/11/2006

B/4/2006
2/10/2006
5/4/2006

4/12/2006
12/30/2005

3/1 /2006
12/30/2005

10/30/2006
8/30/2006
8/30/2006
11/2/2006

10/10/2006
9/5/2006

3/16/2006
6/6/2006

5/11/2006
2/3/2006

3/15/2006
2/3/2006

16.00
14.50
14.50
15.00
14.50
16.00
17.00
16.50
14.50
17.50

7.00
17.50

11/2/2006
9/5/2006
9/5/2006

11/6/2006
10/12/2006

9/8/2006
3/16/2006

6/9/2006
5/16/2006

2/3/2006
3/17/2006

2/3/2006

3.00
6.00
6.00
4.00
2.00
3.00
0.00
3.00
5.00
0,00
2.00
0.00

11/22/2006
9/25/2006
9/25/2006

11/27/2006
11/1/2006
9/28/2006

4/5/2006
6/29/2006

6/5/2006
2/23/2006

4/6/2006
2/23/2006

20.0o
20.00
20.00
21 .00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00

39.00
40.50
40.50
40.00
38.50
39.00
37,00
39.50
39.50
37.50
29.00
37.50

$ 52.94
51 .72
49.26
35.63

109.83
103.31

67.93
6 5 4 8
99.37

133.06
23.46

133.06

$ 2,065
2,095
1 ,995
t ,425
4,o09
4,029
2,513
2,585
3,925
4,990

680
4,990

s 925 $ 35,302

1
2
3
4
5
6
7
8
9

10
11
12
1 3
14
1 5
16
17
1 8
19

20 RUCO REVENUE LAG DAYS I 38.1sll

REFERENCES:
12 Sun City Water District Bills

I
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
$UN CITY WATER DISTRICT
RATE BASE ADJ. #3 . WORKING CAPITAL
INTEREST EXPENSE (LEAD)lLAG ANALYSIS

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 4 oF 7
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

LINE
NO DESCRIPTION BEGINNING ENDING

MID-POINT
SERVICE
PERIOD

PAYMENT
DATE

PAYMENT
(LEAD)/LAG

PAYMENT
AMOUNT

DOLLAR
DAYS

1

(a)

L-T Senior Notes 11/15/2004 11/15/2005 5/16/2005 2/15/2005
8/15/2005

(90.50)
9050

$ 160.245
160,245

$ (14,502,173)
14.502,173

2
(a)

L-T Prommissory Note 9/30/2004 9/30/2005 3/31/2005 3/31/2005
9/30/2005

(050)
182.50

615,000
615,000

(307,500)
112,237,500

3 L-T Prommissory Note 11/6/2004 11/6/2005 5/7/2005 11/6/2005 182.50 172,200 31.426,500

4 L-T Psommissory Note 1/14/2005 1/14/2006 7/15/2005 11/6/2005 113.59 7,623,448 865,261,291

5 L-T Note Mar§c¢>pa 5/25/2004 6/24/2005 12/24/2004 1/30/2005
4/29/2005
5/20/2005
7/23/2005
9/23/2004

10/18/2004
12/8/2004

3700
12500
14700
211 00
(9200)
(67.00)
(1600)

41,299
33,983
15,153
24,171
26,188
12,165
29,768

1,528,064
4,281 ,863
2,227,539
5, 100,003

(2,409,327)
(815,064)
(476,286)

6 TOTAL PAYMENTS & DOLLAR DAYS $ 9,528,865 $1,018,054,5B3

7 INTEREST EXPENSE LAG DAYS 106.84

REFERENCeS:
Col (A), Line 1 8 2 Obtained From Paradise Valley Rate Case RUCO Data Request 2.12 and Staff 33 (Semi~Annual Payments)
Col. (A), Line 3 e. 4 Obtained From Paradise Valley Rate CaseStaff Data Request 38 Utililizing Issue Date of Most Current One-Year Period (Annual Payment)
Col. (A), Line 5 thru 9 Utilized the Test year June 25, 2004 thru June 24. 2005 as the Starting-Point
Col. (B), Line 1 thru 9 Utilizes a Full One-year Cut-OH Date To Capture 12 Full Months of interest Expense
Col. (C), Line 1 thru 9 Utilizes the Annual Mid»Point Service Period
Col (D), Line 1 thru 9 All Obtained in Paradise Valley Rate Case RUCO Data Request 2.12 and Updated RUCO 212 on December 1, 2005 and Line 5 in RUCO 9.08
Col. (E), Line 1 thru 9 Calculated Utilizing Payment Date, Col. (D) Minus Mid-Point Service Period
Col. (F), Line 1 thru 9 Obtained on Company Schedule D-2, page 1
Col. (G), Line 1 thru 9 Calculated by Multiplying Col. (E) x Col (P)



212.50

0 *

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
RATE BASE ADJ. #3 _ WORKING CAPITAL
PROPERTY TAX LAG DAYS ANALYSIS

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 5 OF 7
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E)

LINE
NO

MID-POINT
SERVICE
PERIOD DUE DATE

EXPENSE
LAG DAYS

1

2

BEGINNING

1/1/2005

ENDING

12/31/2005 7/1/2005 10/31/2005
4/30/2006

61.00
151.50

3 TOTAL PROPERTY TAX LAG DAYS



37.50

b

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
RATE BASE ADJ. #3 _ WORKING CAPITAL
CALCULATION OF FEDERAL INCOME TAX LAG

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 6 OF 7
DIRECT TESTIMONY

LINE
n o .

o
PAYMENT

DATE

(B)
SERVICE
PERIOD

MIDPOINT

(C)
(LEAD)/LAG

DAYS X

(D)
PAYMENT
AMOUNT

1 04/15/05 07/01 /05 25,00%

2 06/15/05 07/01/05 25,00%

(E)
DOLLAR

DAYS

09/15/05 07/01/05

(77.00)

(16.00)

76.00 25.00%

(19,25)

(4.00)

19.00

4 12/15/05 07/01/05 167.00 25.00% 41.75

5 TOTALS 100.00% 37.50

3

6 INCOME TAX LAG



62.65

as

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
RATE BASE ADJ. #3 - WORKING CAPITAL
CALCULATION OF STATE INCOME TAX LAG

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 7 OF 7
DIRECT TESTIMONY

LINE
no.

(A)
PAYMENT

DATE

(B)
SERVICE
PERIOD

MIDPOINT

(C)
(LEAD)/LAG

DAYS X

(D)
PAYMENT
AMOUNT

(E)
DOLLAR

DAYS

1 04/15/99 07/01/99 22.50% $

2 06/15/99 07/01/99 22.50%

(17)

(4)

173 09/15/99 07/01/99

(7730)

(1600)

76.00 22.50%

4 12/15/99 07/01/99 167.00 22.50% 38

5 04/15/00 07/01/99 289.00 10.00% 29

6 TOTALS 1.00 62.65

7 INCOME TAX LAG



l l l

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 28, 2006
SUN CITY WATER DISTRICT
RATE BASE ADJUSTMENT #4 - AMORTIZATION OF CIAC & AIAC

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-6
DIRECT TESTIMONY

LINE
n o . DESCRIPTION AMOUNT

1
2
3
4

Advances In Aid of Construction Per Company on 12/31/2006 - Net
Advances In Aid of Construction Per RUCO on 12/31/2006 - Net
RUCO'S Adjustment

$ 551 ,760
551 ,760

Contributions In Aid of Construction Per Company on 12/31/2006 - Net
Contributions In Aid of Construction Per RUCO on 12/31/2006 - Net
RUCO's Adjustment

$ 567,874
567,874

0

5
6
7
8
9

10
11
12
13
14
!5

Total Rurzn AlAr; go* CIAC Adjustment s

16
17
*.8

Description
Beginning Balances on January 15, 2002

AIAC
s 2.331 ,186

CIAC
$1 ,127,078

Amount Amortized for Jan, 15 thru Dec. 31, 2002
Amount Amortized for Jan. 1 thru Dec. 31, 2003
Amount Amortized for Jan. 1 thru Dec. 31, 2004
Amount Amortized for Jan, 1 thru Dec. 31, 2005
Amount Amortized for Jan, 1 thru Dec. 31 , 2006

344,850
358,644
358,644
358,644
358,644

108,373
112,708
112,708
112,708
112,708

Total Amortization thru December 31 , 2006 1 ,779,426 559,204

1 g
20
21
22
23
24
25
26
27
28
29
30
31 AIAC & CIAC imputed Balances on December 31 , 2006 (Line 21 minus 28) 551 ,760 567,874



4 f

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
sun CITY WATER DISTRICT
OPERATING INCOME - TEST YEAR AND RUCO PROPOSED

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-7
DIRECT TESTIMONY

(A) (B) (D) (E)

LINE
n o . DESCRIPTION

COMPANY
TEST YEAR

AS FILED

RUCO
TEST YEAR

ADJUSTMENTS

(C)
RUCO

TEST YEAR
AS

ADJUSTED

RUCO
PROPOSED
CHANGES

RUCO
RECOMMENDED

REVENUES . WATER:

1 WATER REVENUES $ 7,578,436

110,043

$ 1 ,844 $ 7,580,280

110,043

$ 1 ,6a4,858 $ 9,264,938

110,0432 OTHER REVENUES

3 MISCELLANEOUS REVENUES

4 TOTAL REVENUES $ 7,688,479 s 1,844 " $ 7,e90,3z3 "iTs84,658 "s 9,374,981

5
OPERATING EXPENSES!

LABOR $ 1 ,137,093 $ (3,521) $ 1,133,572 $ 1,133,572

e PURCHASED WATER

7 FUEL & PGWER (600) 1 x572696

49,041

1572,696

49,0418 CHEMICALS

g WASTE DISPOSAL

10 MANAGEMENT FEES

11 GROUP INSURANCE

12 PENSIONS

13 REGULATORY EXPENSE

1 ,573,296

49,041

4,270

1 ,s8s,158

276,821

51 ,046

50,000

51 .587

(4,270)

(32,230)

(1 ,O18)

(105)

(18,578)

63414 INSURANCE OTHER THAN GROUP

1 ,353,928

275,803

50,941

31,422

52,221

165,890

1 ,353,928

275,803

50,941

31 ,422

52,221

165.89015 CUSTOMER ACCOUNTING 165.878

16 RENTS 19.442 19.411 19.411

17 GENERAL OFFICE EXPENSE 97.290 91 .794 91 .794

18 MISCELLANEOUS 360.734 352.681 352.681

19 MMNTENANCE EXPENSE 173.137 172.839 172.839

20 DEPRECIATION & AMORTIZATION 1287.646 1249.051 1249.051

21 TAXES OTHER THAN INCOME 100.225 99.873 99.873

22 PROPERTY TAXES 297.758 274.072 274.072

23 INCOME TAX

(31)

(5,496)

(8,053)

(298)

(38,595)

(352)

(23,686)

51 450 650.281 615.377

24 TOTAL OPERATING EXPENSES 650,281 7.560.612

25 NET INCOME

(86,355)

$ 6,995,067

693,412

$

$

(84,737)

86.581

(34,905)

$ 6,910,330

$ 779,993

$

$ 1 ,034,377

$

$ 1 .814.370

REFERENCES
COLUMN (A): co. SCH. C»1
COLUMN (B>: SCH. TJC-8
coLumn (c): coLumn (A) + coLumn (B)
COLUMN (D): SCH. TJC-1, PAGE 1 OF 2
COLUMN (E); COLUMN (C) + COLUMN (D)
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(1 ,200)

4

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
sun CITY WATER DISTRICT
OPERATING INCOME ADJUSTMENT #1 . TOTAL LABOR & PAYROLL BENEFITS ADJUSTMENTS
TO ADJUST HOURLY LABOR RATE TO TEST YEAR END RATE

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-9
DIRECT TESTIMONY

LINE n o. DESCRIPTION AMOUNT

SUN CITY WATER HOURLY RATE LABOR ADJUSTMENT
Suh City Water - O&M Payroll Hours & Hourly Rate Per RUCO
Sun City Water - O&M Payroll Hours & Hourly Rate Per Company
RUCO Sun City Water Labor Expense Adjustment

$ 1,100,831
1,101 ,678

(1 ,O47)

SUN CITY WATER ARIZONA GROUP INSURANCE ADJUSTMENT
Sun City Wastewater _ Group Insurance Expense Per RUCO
Sun City Wastewater - Total Insurance Expense Per Company
RUCO Sun City Water Group Insurance Expense Adjustment

$ 276,814
276,821

.-

SUN CITY WATER PENSION EXPENSE ADJUSTMENT
Sun City Water - Pension Expense Per RUCO
Sun City Water - Pension Expense Per Company
RUCO Sun City Water Pension Expense Adjustment

s 56,038
56,038

(0>

SUN CITY WATER 401 K EXPENSE ADJUSTMENT
Sun City Water - 401 K Expense Per RUCO
Sun City Water - 401 K Expense Per Company
RUCO Sun City Water 401 K Expense Adjustment

s 16,289
16,330

(41)

1
2
3
4

5
e
7
8
g
10

11
12
13
14
15
16

17
18
19
20
21
22

23
24
25
26
27
28

29
30
31
32

PAYROLL TAXES
Sun City Water - Payroll Tax Expenses Per RUCO
Sun city Water Water - Payroll Tax Expenses Per Company
RUCO Sun City Water - Payroll Taxes Expense Adjustment

$ 97,030
97,135

(105)

TOTAL PAYROLL, BENEFITS, & TAXES
RUCO Total Adjustment

REFERENCE:
RUCO Workpapers\Coley Workpapers\Sun City Water Labor-Correct Labor Rate.xls



(3,895)

I ll l

o 1*

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
OPERATING INCOME ADJUSTMENT #1 . LABOR & PAYROLL BENEFITS ADJUSTMENTS
TO REMOVE EASTERN DIVISION ALLOCATED LABOR

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-10
DIRECT TESTIMONY

LINE no. DESCRIPTION AMOUNT

SUN CITY WATER HOURLY RATE LABOR ADJUSTMENT
Sun City Water _ O8<M Payroll Hours & Hourly Rate Per RUCO
Sun City Water _ O&M Payroll Hours & Hourly Rate Per Company
RUCO Sun City Water Labor Expense Adjustment

$ 1 ,099,203
1 ,101 ,e78

(2,475)

SUN CITY WATER ARIZONA GROUP INSURANCE ADJUSTMENT
Sun City Wastewater - Group Insurance Expense Per RUCG
Sun City Wastewater - Total Insurance Expense Per Company
"RUCO'Sun City Water Group Insurance Expense Adjustment

$ 275,811
276,821

= ;~(1 ,010)

SUN CITY WATER PENSION EXPENSE ADJUSTMENI.
Sun City Water - Pension Expense Per RUCO
Sun City Water - Pension Expense Per Company
RUCO Sun City Water Pension Expense Adjustment

55,933
56,038

r <1 as)

SUN CITY WATER 401 K EXPENSE ADJUSTMENT
Sun City Water - 401 K Expense Per RUCO
Sun City Water - 401 K Expense Per Company
RUCO Sun City Water 401 K Expense Adjustment

$ 16,272
16,330

(58)

1
2
3
4

5
6
7
8
9
10

11
12
1 3
14
1 5
16
17
1 8
19
20
21
22

2 3
24
2 5
26
27
2 8

29
30
31
32

PAYROLL TAXES
Sun City Water - Payroll Tax Expenses Per RUCO
Sun City Water Water - Payroll Tax Expenses Per Company
RUCO Sun City Water - Payroll Taxes Expense Adjustment

$ 96,888
97, 135

(247)

TOTAL PAYROLL. BENEFITS. & TAXES
RUCO Total Adjustment

REFERENCE:
RUCO Workpapers\Coley Workpapers\Sun city Labor-RemoveEasternDiv.xls



l $ (23,s86){

l PN

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
sun CITY WATER DISTRICT
OPERATING ADJ. #6 . PRIMARY PROPERTY TAX EXPENSE

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-11
DIRECT TESTIMONY

LINE
n o . DES CRIP TION AMOUNT REFERENCE

1
2
3

REVENUES . 2004
REVENUES . 2005
REVENUES . 2006

$ 7,480.971
7,884,260
8,379,784

COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1

4 TOTAL $ 23,745,015 SUM LINES 1, 2, a 3

5
e
7

3 YEAR AVERAGE
MULTIPLIER FOR REVENUES (2 x LAST 3 YRS. AVERAGE REVENUE)
REVENUES FOR FULL CASH VALUE

$  7 ,9 1 5 ,0 0 5
x 2

$ 15,830,010

LINE 4/3 YEARS
ADOR VALUATION FACTOR
LINE 5 X 2 (MULTIPLIER FOR REVENUES)

8 ADD: 10% OF CWIP BALANCE COMPANY TRIAL BALANCE

g LESS; NET BOOK VALUE OF VEHICLES cQRRE('TEDC£OMPANY C~2 SCHEDULE

FULL CASH VALUE

11. AssESsvv1EnT RATIO

i t

$ 20,865

181 ,994

15,668,881

235%

LINE 7+ LINE 8 MiNUS LINE g

PER HOUSE BILL 2779

12 ASSESSED VALUE LINE 10XLINE 11

13 PRCPERTY TAX RATE

$ 3,582,187

7.4432% PER TAX BILLS

14 PROPERTY TAXES PAYABLE PER RUCO $ LINE 12 XL|NE 13

15 PROPERTY TAXES PER COMPANY

274,072

297,758 PER COMPANY

18 RUCO ADJUSTMENT LINE 14 M|NUS LINE 15

Workpapers & Supporting Documents:
RUCO Workpapers\Coley Workpapers\PropertyTaxRate-RUCO



(1 ,eoo)lI s

ARiZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2005
SUN CITY WATER DISTRICT
OPERATING ADJ. #s . ALTERNATIVE PROPERTY TAX EXPENSE

DOCKET no. WS-01303A-07-0209
SCHEDULE TJc-11 la)
DIRECT TESTIMONY

NO. DESCRIPTION AMOUNT REFERENCE

1
2
3

REVENUES - 2004
REVENUES . 2005
RUCO PROPOSED REVENUES

$ 7,884,260
8,379,784
9,374,981

COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1
SCHEDULE TJC-9

4 TOTAL s 25,639,025 SUMLlNES 1,2,&3

5
6
7

3 YEAR AVERAGE
MULTIPLIER FOR REVENUES (2 X LAST 3 YRS. AVERAGE REVENUE)
REVENUES FOR FULL CASH VALUE

s 8,546,342
x i

$ 17,092,684

LINE 4/3 YEARS
ADOR VALUATION FACTOR
LINE 5 X 2 (MULTIPLIER FOR REVENUES)

8 ADD; 10% OF CWIP BALANCE $ 20,865 COMPANY TRIAL BALANCE

9 ,LE5s;~ NET BOOK VALUE OF VEH!CLES 1811994 CORRECTED coMpAnyc_2 SCHEDUIJ

lo FULL CASH VALUE s 16.931 ,ass LINE 7 + LINE 8 MINUS LINE 9

11 ASSESSMENT RATIO 23.5% PER HOUSE BILL 2779

12 ASSESSED VALUE LINE 1OXLINE 11

13 PROPERTY TAX RATE

$ 3.978.915

7.4432% PERTAXBILLS

14 PROPERTY TAXES PAYABLE PER RUCO s LINE 12 XL|NE 13

15 PROPERTY TAXES PER COMPANY

296,158

297,758 PER COMPANY

16 RUCO ADJUSTMENT LINE 14 MINUS LINE 15



"-

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
OPERATING INCOME ADJUSTMENT #2 - MISCELLANEOUS EXPENSE

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-12
DIRECT TESTIMONY

Adjust for Line 21 Miscellaneous Expense Clean UD

RUCO went through the 1,360 line items in the Sun City direct office Miscellaneous Expense account
and also went through the 3,600 line items in the Corporate Miscellaneous General Expense account
and removed those items which it deemed the Commission would disallow for rate raking purposes,
such as Community Relations expense. RLJCO did the same study of the more than 6,300 lines of
the same accounts for the Central and the Eastern Division offices.

Pro forma adjustment to Line 21 Miscellaneous General Expense:

Sun City Water Direct Office amount
Corporate Office amount
Central Division Office amount
Eastern Division Office amount

55 (294.43)
(92,589.51 )
(16,826.18)
(2,343.00)

(112,053.12)

4 Factor Allocation to Sun City Water 13.2040%

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22

RUCO pro forma disallowance to Misc. Expense (15,051_01)

Company pro forma to Misc. Expense ($10,646)

Adjustment to Revenue and/or Expense ($4,405)

40
41
42

Workpapers & Supporting Documents
\Coley Workpapers\Expenses\Line 21 Misc, Exp. Clean Up.xls\
\RUCO Analyst Workpapers.xls\



o
<~f>
N
N
of

o f
W'

0`J__
c o

LT of
Ga
O..
m

m
co

no

m
o
<1
LD

085
3-3
n:<<

3o
E

he

m

N

9
N

9
<
¢'>

8 >-
3 2 8

.,_|-
O (D

uJI.u2 _11_

| -o
m

Ea w e

I-:>
I-'Ja!Lu
O O

GJ

~o
<3 a> al
o: 81

w

8UP gt
jg cuc
O

o
Q. QI,

89
o
m

8
O
m

o
co

82
o
m

z--1-- of
N
et
o
T '

w®
®_
LT
LT

v-
co
O..
no

N<*>
<4
I*om

N

z~,_
0 2

CO

3 8

"E
:s
o

= E
<

ea

8oco

ea

E
s
>-<
D.
UJ>
|-z
o

c
o

Q .
N

o
O
UP
m
a

o n

I.r>

cm
a>

Lu
>-¢o
28
g. | -
269 Z

OM g
l.l.l ELLI

¢M*_=8t>
&3°'§""E I

E <

o

o
o
CD
<r
m
I-D

o
o
co
q-
gr)
LO

o
o
(O
<r
(")
LT

o
o
c o
W
m
LT

o
o
(D
q-
co
LD

3<»*" Ouo
<

C
O
<.>
o
<

3Ooo
<

ooO
<

o
O
O
<»:

m
o
| -

O
O
3
n:

u'
.. a>
LLI Di

Ru
cy
o

o

O
Z
UJ
Q:
UJ

8l.¢i,J1"1U0
2 9 3 9 3 4

D
8
§3'2<°=
<§328
< |-

8l-° no
M838-JO

W M
o m

anC O
_J Z N <~'> q- LO LO

up 3
ac no



(18,578)

ARIZONA-AMERICAN WATER COMPANY
TEST YEARENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
OPERATING ADJ. #9 - RATE CASE EXPENSE

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-14
DIRECT TESTIMONY

Summarv Regulatorv Expense

RUCO
Rate Case
Expense

Adjustment

Company Rate Case Expense:
Sun City Water District $ 150,000

Less RUCO Adjustments:
Company Rate Case Expense Adjusted Per Co. E-mail dated Sept, 27, 2007 $ 101,768 (48,234)

50/50 Shareholder/Ratepayer Sharing Cost of Equity Witness

RUCO Adjusted Rate Case Expense

15.000 (7,500)

94,266

1
2
3
4
6
7
8

10
11
12
14
15
16
18
19
20
21
22
23
24
25
26
27
28
29

RUCO Adjustment



P

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, zoos
SUN CITY WATER DISTRICT
OPERATING ADJ. #10 . DEPRECIATION AND AMORTIZATION EXPENSE

DOCKET no. WS-013(13A-0743209
SCHEDULE TJc-15
DIRECT TESTIMONY

(B) (C) (D) (E)
RUCO

RECOMMENDED
DEPRECIATION

EXPENSE
LINE
no.

ACCT
no . PLANT ACCOUNTNAME

(A)
ACTUAL

TEST YEAR
BALANCE

PER COMPANY
RUCO

ADJUSTMENTS

RUCO
ADJUSTED
BALANCE

COMPONENT
DEPRECIATION

RATES

4,691 s (4,691) s s

2.780 (1) 2,779 129

22,012
121,377
44,127

200,454
4,097

(210)
(127)

22,012
121,377

43,917
200,327

4.097

3.126
4,904
6,978

75,543
1 ,54s

71,514
2,769

71,614
2,769

20,088
100

7,31a
22,175

340
2,164

7,318
22,175

7,586
1 ,*/as

(7,586)
(1,219) 545 43

0
D
i i

<14a, tan) *

D
(U)
o

(191 ,72s>
D
D

l408,540)
(0)
0
0

*

(19,594)
(319215)

D

(1)
(0)

471
2,551

180,023
156,585

10,493
2,125

787,273
456.858
126,815
28504

280,489
1,328185

314
3,021 ,387

146,519
6,713,399

36,632
140,654
396,541

1,802,578
777,906

12,547,934
1,713,259

79,891
5,572,172
3,178,281

634,504
2,175,095

471
2,a51

180,023
5,456

10,493
2,125

787,273
456,858
128,814
2s,eo4
68,753

1,328,185
314

2,612,747
146,51 B

5,713,399
36,032

t40,654
376,947

1,483,663
777,906

12,547,934
1,713,259

79,891
5,572,171
3,178,281

634,504
2,175,004

(0)

19,682
7,630
2, I la

572
3,1a4

22,181
8

85,841
5,475

296,732
1,a02
7.047

15078
24,777
11.902

191,983
25,213

1,222
138,190
79,775
15,926
43.500(91 )

(O)

0.00%
5.53%
4.63%
4.83%

14.20%
4.04%

15.89%
37.71%
37.7t%

7.13%
2B.05%
3.51 %
3.71 %
4.54%
9.76%
9.76%
7.91%
5.10%
5.00%
4.74%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.50%
1 .67%
1 .67%
2.00%
4.63%
1 5 7 %
2.50%
2.52%
4.42%
4.42%
5.00%
5.01%
4.00%
1.87%
1.53%
1.53%
1.53%
1 5 3 %
2.48%
2.51 %
2 5 1 %
2.00%
0.00%
2.00%
4.59%
4.59%

25.00%
25.00%

3.91 %
4.02%
3.71 %
5.20%

10.30%
4.93%

303600
304510
304500
304500
304520
340100
340200
340300
340330
340500
341100
343000
344000
345000
345100
346200
346300
347000
3B0400
393000
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
348100
346300

Land & Land Rights AG
Struck & Imp AG Cap Lease
Struck & Imp Oflices
Struck & Imp Misc
Strict 8. \rap Leasehold
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Comp Sutlware Other
Other Off»ce Equipment
Trans Equip Lt Duty Tris
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Telephone
Comm Equip Other
Misc Equipment
ww TD Equip Aux Et Tnm
WW Tool Shop & Garage Equip
Organic (ion
Franchises
Land & Land Rights SS
Land & Land Rights P
Land a Land Rights TD
Land & Land Rights AG
Strut & Imp SS
struck & Imp P
Strict & Imp \NT
Struck 8» Imp TD
Strict & Imp Offices
Slruct 8 Imp Misc
Collen! gt Impounding
Wells 8. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
DiSk Reservoirs & Standpipe
TD Mains Nut Classified by Size
TD Mains min & Less
TD Mains Gin to Sin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrarvls
Othber P/E Intangible
Other P/E TD
OHio Furniture & Equip
Comp & Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hay Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

523
596,432
307,123
649,927

23,777
21 ,022

252,900
9,560

103,956
221,454
165,577

523
596,431
307,123
549,528

23,777
21,021

262,899
Q,seo

103,967
221,454
165,975

10
27,376
14,097

162,382
5,944

B22
10,559

355
5,405

22,810
a,183

Less: Youngtown Plant (127,485) (21 ,012) (14B,497) 2.83% (4,202)

1
2
3
4
5
e
7
8
9
ID
11
12
13
14
15
16
17
IB
19
20
21
22
23
24
25
26
27
pa
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
45
47
CB
49
50
51
52
53
54
55
56
57
58
59
SO
61
62
63
64 TOTAL PLANT IN SERVICE s 45025,078 s (1,122,244) 543,902,834 s 1,350,548

Amortization of Yak Costs at 2.83% (AZ Corp. 4 Factor)
Amortization of Deferred Debit - Fire Flow Study @ 3.05%

* 2,836
5,915

Less: Amortization of Contributions
Amortization of imputed Regulatory CIAC
Amortization of Youngtown Plant (GIAC)

972
112.708

(4,202)

Total Depreciation Expense Per RUCO 1249.821

Total Depreciation Expense Per Company

RUCO Adjustment

1.287.545

(37,az5>l

a.

REFERENCES
COLUMN (A): COMP.ANY SCHEDULE E-5 PAGE 2 OF 3
coLumn (B): coLumn ac) . coLumn <A)
COLUMN (C)i RUCO SCHEDULE TJC-4, PAGE 4
COLUMN (D): COMPANY SCHEDULE C»2, W/P C2-15b, PAGE 2 OF 4
coLumn (E): coLumn (C) x coLumn (D)
LINE 24. COLUMN L. IS LESS RUCO RATE BASE ADJ #2
LINE 34. COLUMN L. IS LESS Ruco RATE BASE ADJ. #3

I
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
OPERATING ADJ. #16 - INCOME TAXES

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-16
DIRECT TESTIMONY

LINE
no. DESCRIPTION AMOUNT REFERENCE

1
FEDERAL INCOME TAXES:
OPERATING INCOME BEFORE INCOME TAXES $ 745,088 SCH. TJC-7

2
3

LESS:
ARIZONA STATE TAX
INTEREST EXPENSE

LINE 11
NOTE (a)

$

(6,301)
835,517

(84,128)

34.00%

LINE 1 _ LINES 2 834 FEDERAL TAXABLE INCOME

FEDERAL INCOME TAX RATE3 TAX RATE

FEDERAL INCOME TAX EXPENSE (28,603) LINE 4X LINE 5

7
STATE INCOME TAXES:
OPERATING INCOME BEFORE INCOME TAXES 33 745,088 LINE 1

LESS:
8 INTEREST EXPENSE NOTE (A)

LINE 7 - LINE 8$

835,517

(90,429)

6.968%

9 STATE TAXABLE INCOME

10 STATE TAX RATE TAX RATE

$ LINE EX LINE 1011 STATE INCOME TAX EXPENSE

12 TOTAL INCOME TAX PER RUCO COMPANY SCH. C-1, PG. 3

13 INCOME TAXES PER COMPANY FILING

(6,301)

(34,905)

(86,355) LINE 13- LINE 14

14 RUCO INCOME TAXADJUSTMENT

NOTE fa):
INTEREST SYNCHRONIZATION

ADJUSTED RATE BASE
WEIGHTED COST OF DEBT

L... i

$25,340,359
3.309

835,517SB
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Direct Testimony of Timothy J. Coley
DOCKET no. W~01303A-07-0209

1 RATE DESIGN

2

3 Sun Citv Water District

4

5 as "AZ-AM"1

6

What rate design has Arizona-American Water Company (hereafter referred to

"Company" or "Sun City Water") proposed for the Sun City Water

District in this rate case?

7

8 I

9

AZ-AM has proposed a rate design quite similar to the one adopted in Sun City

Water's last rate case and adopted by the Arizona Corporation Commission

(hereafter referred to as the"Commission") in Commission Decision No. 67093

10 and implemented in July 2004.

11

12

13

Please describe AZ-AM's rate design as proposed in this case, and in what

manner it resembles the rate design approved in Commission Decision No.

to A

67093 for Sun City Water

AZ-AM's rate design seeks to retain the current three-tier inverted-block rate

design with residential break-over points at 4,000 gallons and 18,000 gallons

The Company attempted to maintain the existing base-to-volume, customer

class, and usage level revenue generation ratios as closely as possible

20 Q Does RUCO agree with the Compariy's proposed rate design for Sun City Water

in this case?

22

A.

Q.

Q.

A With two exceptions, RUCO agrees with the Company's rate design for the Sun

City Water District
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Direct Testimony of Timothy J. Coley
DOCKET no. W-01303A-07-0209

1

2

3

4

5

6

What are RUCO's two exceptions to the Company's rate design?

RUCO believes a slight and gradual shift of revenue from the monthly minimum

charge to the commodity rate would be beneficial in creating a stronger price

signal that further enhances conservation goals for the Sun City Water District.

The second exception RUCO takes with the Company's proposed rate design is,

of course, the level of recommended increases in revenue the Company

7 proposes.

9 Please discuss RUCO's recommended rate design in this case for the Sun Gity

10 Water District,

11

12

13

14

RUCO's rate design focuses a little more closely on conservation than the

Company's. RUCO commends the Company's tiered inverted-block rate design.

The Company's present and proposed rate design includes a three-tier inverted-

block rate design for 5/8-inch residential customers and a two-tier inverted-block

15 The commercial

16

rate design for all other residential customer meter sizes.

customers' rate design is composed of two-tiers for all meter sizes.

17

18

19

20

RUCO concurs with the Company's break-over points. Tier-one is from zero

gallons to 4,000 gallons.1 The next 14,000 gallons are tier-two. All gallons over

18,000 are tier-three for 5/8-inch residential customers. The Company's present

21

22

and proposed rate design for the remaining residential meter sizes and all

commercial customers have varying break-over points dependent on meter size,

A.

A.

Q.

Q.

Sometimes referred to as a life-line rate that may also promote conservation
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Direct Testimony of Timothy J. Coley
DOCKET no. W-01303A-07-0209

1 which were approved in the Company's last rate application. RUCO's rate

2

3

design maintains the same break-over points for all residential and commercial

customers as proposed by the Company.

4

5

6

7

Please expand on what you meant when you answered the previous question

and stated that you believe that RUCO's rate design focuses more on

conservation than the Company's rate design.

RUCO believes a stronger price signal can be sent to consumers to encourage

water conservation when greater amounts of revenue are shifted to the
s

10 commodity rate from the monthly minimum charge for several reasons. The

11

12

Commission has long preferred an approximate ratio of 60 percent of revenue

being derived from commodity rates, with the remaining 40 percent generated

13 through the monthly minimum charges. A 60:40 ratio structure promotes

14 conservation. It sends a strong price signal to consumers to potentially change

15 their behavior to conserve.

16

17

18

Did the Company not make any effort in its rate design in this case to move

towards a 60:40 ratio of commodity charges to monthly minimum rates?

19 The Company's rate design did make an effort to move closer to a 60:40 ratio

structure in this case, However, RUCO's rate design structure moves the

A.

Q.

Q.

Company's rate design slightly closer to the desired ratio structure
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Direct Testimony of Timothy J. Coley
DOCKET no. W-01303A-07-0209

1 Please provide a comparison between RUCO's and the Company's proposed

3 A

allocation to commodity rates

RUCO's 5/8-inch residential rate design allocates 56.7 percent of revenue to be

collected through commodity rates with the remaining 43.3 percent of revenue to

be collected through monthly minimums, which will more favorably promote

conservation. The Company's proposed rate design allocates 55.4 percent of

revenue to be collectedthrough commodity rates, with the remaining 44.6

percent of revenue to hex collects through monthly minimum charges for the

residential 5/8-inch meter customer

For the commercial 5/8-inch meter customer, RUCO proposes that 57.4 percent

be generated through the commodity rates, with the remaining 42.6 percent to be

derived through the monthly minimum charges. The Company's proposed rate

structure would generate 55.9 percent through commodity rates, while 44.1

percent would be generated through the monthly minimum charges from the 5/8

inch commercial customer

RUCO recognizes this is a very slight shift in revenues. However, it does uphold

the principle of gradualism. As Arizona's population continues to increase and

water sources becoming scarcer, particularly over the long-term, it seems wise to

Q.

start gradually moving towards a rate structure that may promote and encourage

water conservation today rather than wait until a crisis is upon us
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Direct Testimony of Timothy J. Coley
DOCKET no. W-01303A-07~0209

1

2

What monthly minimums is RUCO recommending?

The monthly minimums that RUCO recommends are on Schedule TJC-RD4. All

3 resident ia l and commercial customer classif icat ions pay the same monthly

4 minimum based on meter size.

5

6 Were there any other issues concerning the Company's proposed rate design

that RUCO would like to address?

tO

Yes; The Company proposed using~a new set of meter multipliers than those

currently in effect. RUCO agrees with the Company's proposal to update the

meter multiplier, which is approved by the National Association of Regulatory

11 Commissioners ("NARUC").

12

13

14

15

16

17

Do  the  new NARUC me te r  mu l t ip l ie rs  have  any  a f f ec t  on  RUCO o r  t he

Company's rate design in this case?

Yes. The larger meter sizes receive a larger percentage increase in the monthly

minimum charge than the smaller meter sizes as shown on Schedule TJC-RD4

and Company's Schedule H-3. This larger increase is fair and equitable across

18 all customers.

19

20 Please summarize RUCO's rate design.

21 RUCO's rate design primarily generates the following three results;

22

9

A.

Q.

Q.

A.

Q.

A.

Q.

1. It is designed to encourage conservation.

Inverted tiered rates are utilized2.
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Direct Testimony of Timothy J. Coley
DOCKET no. W-01303A-07-0209

1 It generates a slightly larger portion of residential and commercial revenue

2 through the commodity rate than what is proposed by the Company.

3

4 Have you prepared schedules showing your recommended monthly minimum

5 and commodity rates for Sun City Water District?

6 Yes. I have prepared Schedules TJC-RD1 through TJC-RD5, pages 1 through 4,

7 for the Sun City Water District that presents my recommended monthly

8 minimums and commodity rates for each customer classification, meter size, arid

also includes a typical bill analysis.

10

11 Does this conclude your direct testimony on rate design?

12

A.

Q.

A.

Q.

Yes.

3.
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SCHEDULES TJC-RD1 THROUGH TJC-RD5

RESIDENTIAL
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT/ RESIDENTIAL
TEST YEAR ENDED DECEMBER 29, 2006
RECOMMENDED RATES

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-RD3

LiNE
NO. DESCRIPTION

PRESENT
RATES

COMPANY
PROPOSED

RUCO
PROPOSED

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE:

(RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS)
5/8 X 3/4 _ INCH
3/4 . INCH
1 . INCH
1 1/2 - INCH
2 - INCH
3 - INCH
4 INCH
6 _INCH
8 _ INCH

10 - INCH

$6.33
0.00

16.40
33.77
51.14
86.84

135.00
178.51
350.00

0.00

$8.20
0.00

20.50
41 .00
8560

13120
205.00
41000
655.00

000

$7.45
11 18
18.63
37.25
59.60

111.75
186.25
372.50
745.00

1,490.00

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE:

RESIDENTIAL, COMMERCIAL AND MISC CUSTOMERS 0 0 0

RECOMMENDED COMMODITY RATES BY METER SIZE

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

5/B x 3/4 - INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
4,o01

OVER

TO
TO

4,000 GALLONS:
184000 GALLONS:
18,000 GALLONSi

$
s
$

072
1.10
1.32

s
s
s

0.94
1.43
1.71

$
$
$

0.8825
1.38
1.65

25
26
27
28
29

3/4 . INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO TO
OVER

18,000 GALLONS:
999,999,999,999_9991000 GALLONS:

$
$

s
s

s
s

1.38
1.65

30
31
32
33
34

1 INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO TO
OVER

60,000
60,000

GALLONSI
GALLONS:

s
s

1.10
1.32

s
$

1.43
1.71

s
s

1.38
1.65

35
35
37
CB
39

1 1/2 INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO TO
OVER

125,000 GALLONS;
125,000 GALLONS:

$
s

1.10
1.32

s
s

1.43
171

$
$

138
155

40
i t
42
43
44

2 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
190,001

TO
TO

190,000 GALLONS:
190,000 GALLONS:

s
s

1.10
1.32

$
$

1.43
171

$
3

1.38
1.65

45
46
47
48
49

3 - INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
340,001

TO
TO

340,000 GALLONS:
340,000 GALLONS:

s
s

1.10
1.32

$
$

1.43
171

s
$

1.38
1.65

50
51
52
53
54

4 _ INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
550,001

TO
TO

550,000 GALLONS:
550,000 GALLONS:

s
s

110
1.32

$
$

1.43

1.71
$
$

1.38
1.65

55
56
57
58
59

6 - }NCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM)

ZERO
700,001

TO
TO

700,000 GALLONS:
700,000 GALLONSi

s
s

1.10
1.32

$
$

1.43
1.71

$
$

1.38
1.65

ea
61
62
63
64

8 - INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO TO
OVER

1,450,000 GALLONS:
1,450,000 GALLONS:

s
$

1.1o
1.32

$
s

1.43
1.71

s
$

1.38

1.65

65
66
67
68
69

ID _ INCH
COMMODITY RATE (PER 1,o00 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO TO
OVER

3,000,000
3,000,000

GALLONS:
GALLONS:

$
$

s
$

$
s

1.38
1.65
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SCHEDULES TJC-RD1 THROUGH TJC-RD5

COMMERCIAL
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ARIZONA-AMERICAN _ SUN CITY WATER DISTRICT I COMMERCIAL
TEST YEAR ENDED DECEMBER 29, 2008
RECOMMENDED RATES

DOCKET no. W-01 soaA-07-0209
SCHEDULE TJC-RD3

LINE
NO. DESCRIPTION

PRESENT
RATES

COMPANY
PROPOSED

RUCO
PROPOSED

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE:

(RESIDENTIAL, COMMERCIAL AND MISC. cusToMERs
5/8 X 3/4 _ INCH
3/4 _ INCH
1 _ INCH
1 1/2 _ INCH
2 . INCH
3 _ INCH
4 _ INCH
6 - INCH
B . INCH

10 . INCH

$833
000

16.40
33.77
51 14
86.84

135.00
17851
350100

000

$820
000

20.50
41 .00
65.60

131 20
205.00
410.00
65500

0.00

$7.45
11.1B
18.63
37.25
59.50

111 .75
186.25
372.50
745.00

1,490.00

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE:

RESIDENTIAL, COMMERCIAL AND MISc. CUSTOMERS

RECOMMENDED COMMODITY RATES BY MFTER SIZE

O 0 0

1
2
3
4
5
5
7
a
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

5/B X 3/4 _ INCH
COMMODITY RATE (PER 1,900 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVERMINIMUM)

ZERO
18,001

TO
TO

18.000 GALLONS:
999,999,':)931999,999,000 GALLONS:

$
s

1.10
1.32

s
s

1.43
171

$
$

1.38
1.65

25
26
27
28
29

3/4 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO TO
OVER

18,000 GALLONSi
999,999,999.999,999a000 GALLONS1

s
s

$
$

s
$

138
165

30
31
32
33
34

1 _ INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO TO
OVER

60,000 GALLONSz
999,999,999,999,999,000 GALLONS;

s
s

1.10
1.32

$
s

1.43
1.71

s
s

1.38
1.65

35
36
37
38
39

1 1/2 INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO TO
OVER

125,000 GALLONS:
999,999,999,999,999,000 GALLONS:

$
$

1.10
1.32

s
$

1.43
1.71

$
s

1.38
165

40
41
42
43
44

2 . INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)

ZERO
190.001

TO
TO

190.000 GALLONS
999,999,999.999_999.000 GALLONS

$
$

1.10
1.32

143 1.38

45

47
48
49

3 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
340.001

TO
TO

340.000 GALLONS
999.999.999.999,999.000 GALLONS

s
s

1.10
1.32

1.43
1.71

1.38
1.65

50

52
53
54

4 . INCH
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL, OVER Mln»muM)

ZERO
550.001

TO
TO

550.000 GALLONS
999.999.999.999,999.000 GALLONS

$
$

1.10
1.32

1.43
1.71

1.38

56
57
58
59

6 . INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
700.001

TO
TO

700000 GALLONS
999,999,999_999_999.000 GALLONS

s
$

1.10
1.32 1_71

1.38
1.65

60

62
63
64

8 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO TO
OVER

1.450.000 GALLONS
999.999.999.999.999.000 GALLONS

s
s

1.10
1.32

1.43
171

1.38
1.65

GO
66
67
68
59

10 - INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO TO
OVER

3.000.000 GALLONS
999.999.999.999.999.000 GALLONS

1.38
1.65
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ARIZONA-AMERICAN .. SUN CITY WATER DISTRICT I IRRIGATION
TEST YEAR ENDED DECEMBER pa, 2008
RECOMMENDED RATES

DOCKET no. W-D1303A-07-D209
SCHEDULE TJC-RD3

LINE
n o . DESCRIPTION

PRESENT
RATES

COMPANY
PROPOSED

RUCO
PRCPOSED

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE:

(RESIDENTIAL. COMMERCIAL AND MISC. CUSTOMERS)
5/B x 3/4 . INCH
3/4 - INCH
1 .. INCH
1 1f2- INCH
2 . INCH
3,  INCH
4 . INCH
s- INCH
8- INCH

10- INCH

$0.00
0.00

16.46
33.78
51 .15
86.87

135.00
178.56

0.00
0.00

$0.00
0.00

20.50
41 .00
6580

131 .20
20500
410.00

0.00
0.00

$7.70
11.55
1925
3850
61 .60

115.50
192.50
385.00
770.00

1.540.00

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE:

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS o 0 0

RECOMMENDED COMMODITY RATES BY METER SIZE

1
2
3
4
5
s
7
B
9

10
11
12
13
1.4
15
15
17
18
19
20
21
22
23
24

5/B X 3/4 - INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER Min»muM)

ZERO
999,999_999,999,999,000

OVER

TO
TO

999,999,999,959,999,000 GALLONS:
0 GALLONS¢
0 GALLONS:

s
s
s

s
s
s

s
$
s

1.00

25
i s
27
28
29

3/4 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM)

ZERO
OVER

TO 999,999,999,999,999,000 GALLONS1
0 GALLONSI

S
s

s
s

s
s

1 OD

30
31
32
33
34

1 _ INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
OVER

TO 999,959.999,999,95BI0G0 GALLONSZ
0 GALLONSi

s
s

0 8 2 s
s

1 .06 s
s

1.00

35
38
37
35
39

1 1/2- INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER

TO 999_999,999,999,999,000 GALLONSi
0 GALLONS:

s
S

0.82 s
s

1 .06 s
s

1 .00

40
41
42
43
44

2 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) -
COMMODITY RATE (PER 1,o00 GAL, OVER MINIMUM) .

ZERO
999,999,999999,999000

TO
TO

999,999.999,999,999,000 GALLONS:
0 GALLONS:

s
s

0.82 s
s

1 .06 s
s

1.00

45
46
47
CB
49

3- INCH
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL, OVER MINIMUM)

ZERO
999,999.999,999999,000

TO
TO

999,999,999,999,999,000 GALLONSs
0 GALLONS:

s
s

0.a2 s
s

1 .05 s
s

1 OO

50
51
52
53
54

4 .  INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
999,999,999,999,9990D0

TO
TO

999,999,999.999,999,000 GALLONS:
0 GALLONSI

s
s

0.82 s
s

1.06 s
s

1 0 0

55
56
57
58
59

G »r icH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM)

ZERO
999,999,999,999,9S9,000

TO
TO

999.999,999,999,999,000 GALLONS:
0  G A L L O n :

s
$

0 8 2 s
s

1.06 s
s

1 0 0

80
61
GO
SO
G4

8 . INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) .
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) .

ZERO
OVER

TO 999,999,999,999,999,000 GALLONSI
0 GALLONSz

$
$

s
s

s
s

1 .00

as
68
67

10 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) ZERO TO 999.999.999.999.999.000 GALLONS 1.00



i

SZ Sz 8 Sz sZ
~LLlr-cn

OLUUJA0084493 010DiLLlZ

8
LD
OF
Lo

8l\
U!m

8(1)
<toN

39
LD
GO
N
:vo

8U)
LQN<r

1 -
LQ
LO
1.-
1.-

o
Nr\

Lm
LQ

m
'N

N
N<r

LO
we
o1 "

1 "

m
LQ
co
N

o
u'>.|\LO

we
'ay
LD
o
N

oQoI\r\

o
Qowe
LQ

q

9

3
85
*Ms
32
o
213
118
fLu
8 3
D C D

,rO<<Q0-1uJ

9 2 ea

o
rer\

LD
LQ

LD
N.
m
' -

o
LQ
LD

o

1 °-

o
LQwco

o
LQ

LD _

*

o
LQNm1-

o
QIDofo'>

oQof\r\

o
Q
o
<r
LO_
1 -

D
l.u
D
Zc1>

8'-uLu
8:>§'§

M o
O
LU
no he

SZ Sz 8l\
:Q

8
<*>
Q

89
Lo
et

D
E>\ Sz Sz>- -Lu250>

,-\<Lu<QELoLIJ
`./20r1!

oLu0om?

8q-
LQ<rN

1-
N

8LO
n.coN v'

LO
v
LD

1-
LQ
m
N

I

oQo
<r
Q
q-

N
N.|\

LD
*ft
9'
1-

c*>
co
v
<r

oQo|\

¢
'4»_

oQo
oQo1-

c*)
N

LUEnfw
00-;,"*1

QQ; he

o
N

o
I

o
Qo

o
LQoN

o
Q1-q-

o
QIDw

o
Qo

o
Qo1-

(1)
v'

o
QLToN

o
Qo
<r

>-DZUJ
;<(U71/9,fLour

2111-ooé
O MD.

eta

m
LL
O
1

o
I

o
QO

LD
<t
no
1"

no
I
("')
if:

LD
1'-"
4"-
LD

|\
et(Ono

o
Q
ID
m
v-'

m
u'>.
of
| \

O
Qo

oQo

z
Q
|-
<
Q
n:
E

>-|-z zw
2888
~EuJ<once

QD. ea

;
o
no
| -w
D

LLI
(D
m
<
o
E
D
2
Z
E
>-
_ |

t-
z
O
2
2

Lu
<9
<
0_
<")

Lu
_I
3
O
LU

o
(IJ
>-
Z
<m
E
O
O

< <
z22

E :
3 _4
5'o
O f

J:
O
Z

O
Z

a
Lu
a
D
__|
O
Z

Q
Z
E
3>-LuLL_,z
Q O Z Z
L J E § §
35ILUOO

col--uo
LU

O
Z O

Z
O
z

O
2

O
z

88
t-8
<

M,8
gm'

vl0<WEz 92
58=>,res
m E ; N

o
Z

LIJ
N
(IJ
Lr
LL]
t-
Lu
E

<r
(q
><
of
ID

q-
m N ro <r no of o

U)
z
O_|.J
<
(D

32222
Lu:>333LL_l_l_J_l
LLIOOOO[IOOOO< 2 >-z 49 4

o ,_ |-
N co 8
or
< E

LIJ
Z O
3 Z

N (*) <r LO LO l \ an m o



4 »

o
2

33333333833333883833338333338 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
o a sZ 2 S SZ Z

8 I

CJ
1 "

cmoN
9r~ 333333388338838333333333883380980099000DODOOOOOOOOOOOOOO

o S SZ Z SOZZ
Q |

of

O S SZ Z a sZ Z

8
O
z

M88389893288888888888888888
8:82a 88§228e22§§§8888888;89a

F N W W

9
<
gm"'3 a*nr

sE:O' Q
z5"-L
I-DO
L U g *
¥uJI.u

D e n .

|
co

o S Sz z S SZ Z

Q
O
z

onvcoeoonvcooooooooooooooooooooooeozovn-o>l\u'>o'>nof><fu»oLr>oLnomoooooooou'>\n¢or\eoo>o>o\-nv')l~<-LoLo<or~r~ooooo>omu'>l.r>Lol.n1oMWMMWWMW WWWWWNMwMWNQWWWN9pM
he 1-NM9'I

Q

o a sz z a sz z
u.*auf

O
E

N91-FDIDNMFMIDNNNNRN B N N N N N N NQ449vQ4Q NQ N4QQQ4QNQQQQ4QQQCONWMOO nm¢lno>¢*>v~r~oocoo>¢noo (D co eo co comnococoo>o> oac>oao>o>oonv¢oeoomm n<- ooan FFF* -1 -1 -NNNN NLD 1-
*I-N(")¢\m

N

/"-.UJ-../

anno: \nr~m mm l.n m m l-flll')IDI-0lDI.DI~0lDl0l.DN Q 49 4 W < W W WNF) in¢o¢ol~mo> r~ NNW: ~¢ mm85mm8mmmmmm8w§mwm8~8vm5§355Eea F*'1'1-v-NN<'M¢DI.D¢')1-
1-N69¢

mmgr) 1-co_d<r Lmco o">mea

toox-onQM'omOv-1-66I
N

Oz
o S Sz z a s

Q I
LQ1-

vs .Y*'*.Q 'E"'2"'?"1 .Q*N.'EN.'¥N'¥N.*.N'E'¥'¥' N'Ewpm NNQW to v v m m zo zo n n m m m m mm
9 Y W PW FNW Q W W MF

1-(WW

N

Q
J:O
g

zoooowvzo c>n<r¢o¢o:ou>¢o<o¢oco<o<o¢o<o¢o<o<o<o¢o¢o'KN'T°?'i"?8N.Q°Q'°*°Q°"€°Z*°!":°!*'IC"Z'l:':"C':':
v-\-1-\-\-nnnnnnnmm1nr~o:-mmnmmmm |\ 1-ea 1-w-1-\-l*|VW¢D N F

\'('\l("7 '

<*7l\*°0l£
omcum

com
"* '* !Q i n
comcnc-A

I
v

33333333333333333333333333333 9 9 9 9 9 9  Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q
o S SZ Z a s

f - .9
o
z_
<r
cf>

O
z

33333333333333333333333833333 0 0 0 0 0 0 0 D O O O O O O O O O O O O O O O O O O O
o S SZ Z E Sz z

3 I
no
LO

(D3;  Z
g_ O
§ j
3 <
9 cm
O Z
O

w v N N W N O N © N O M O O O O O O
****(\l(\llDOC)C>C>O

\-no"><rLo

p
(D
3
o
u.
O
O'
2

9$;j8='
QSu1_l
<03
38o> 2
<

mLU

3
|-zLum
LLIM
D.

(D><

#1 J
_i =.'
< m
Q>-

_ I
LIJ I
U) I-
3  z
z  O
<  E
D
Lu
E

z
Q|-<
Qm
E
;
Qm|-
Q
D

Mm
ES<N

Ea
EE
omzE:numo
ILLI

E D
D

9418ncD>-1.u 2..1
8 g <
<85
8>8n*3
ncl"L'-1
< l - m

UJ
go.JZ

1-(\|("79'lD(ONWO)OFNVTWU7(Of\®C7)C)-(\I(*7 l0(.D|\COO$Ov'(\l(")W'LD(O|\r v v v v v v v v v N N N N N N W N N W W WWW@@®





*
*

o a sz z a s

8`*h-I

O
E
o

38888888888888888888888888889$"§§"9§9989888"9§§"9899§6§§~Q==z _ - ~Q=fz=Q»1z~fz»Q~Q=Q=Q5<Q .. _Evxrecalfz _TIE__

o SS S SZ Z

Q
O
z

3833383833383333333333838883exsmm 2=2289saa92§a9eaese22e
I

of

o S SH z a sz z
;8*-.-v

o
z

1Q33wn 4QnwQ4m51Q113343v
gmnnnnnnnnnn§`¢:|§Nnnnnnnnoo\n|~aa1-

9

9
<
Sm82094
=8d v

3%2
888
O I L ?

D u r a

x

c o

o S Sz z S Sz zO
g

armco N m co v n o oo o o o o o o o o o o o o
w w w 8 ~ 9 m ~ w w w n v 3 4 Q 4 Q 3 8 4 9 4 4 n 4 4 nl< . .a6 " 'oo'noo>do N mov-m<'>nl~l~r~l~nr~1175 E|n883m|om\n¢o5¢o8§r~oomma>ovm-a>|~m

I
we

o a sz z SSZN
/"\
LL

Oz
838,':88;8v5=r>N9gg82g28g8g88888888

1

(v)

N

t"\
U J
-....¢

O
E
I

N

_.Q°z-Qvzvw.Q~.-Q°z.°z<t°z*:°z<t~=n<l:<:<x<c<r<zo o o o n m m xr v az m oo m ID o o o o
he 1'v'(")I.0l\0)

mm
""Q"Leo<rr\Loanm

of N1- Lo
Ulmo No m

o
E

N O W W Q N O W W W N N N N N N N N N N N N N N N N N N'W°?QN Q°\?°2"Z"?"`£'£"'?N.'¥N.*.°!'EN.' '¥' ' 'E*.'E'Y
W W ' I D I O I D I D I D I D ¢ D ( D ¢ . D 7 I W C ) ¢ " 7 W ( \ l \ ' 8 O U ) W ' Y 1 " W ' '¢
ea F W - N N W w v o > u o 8 8 8

O a sz z a sz z

Q I
ID
v'

N

Q
O
z

O)l\ID(") C)l l lD l '7 oaoaoaozozoaowcaoacammcnmoaoaomm

n m m v u v m v a m v w - = r v m ¢ o r ~ - < o o l n o a v u o l ~ n n n n n n

wav§Ov-
°Q1nO 10mea
N

coco
1.r>QQ c(DN019)

I
z
O
\-
<
Q
no
no

o S Sz z S Sz z
f-"-.

m
* - M

O
3

<r
m

'n.ln. _:Q _IQIQm.uqlQu'>.u'gm_Ln_ln_mQln_u';uquQu1u1Ln_uQuqu1u'g .nmvmro mo>o co (D w w
9 vvvvmmmqqqqq

1 - n ¢ ' 7 ¢ I n

m
Mr
<
_|
_I
o
a

Z
D
u.l
on
m
IJJ
no
B.
><
Lu

OZ
o <<

ZZ
< <
z z

;
o
no
|-
U)
o

85 8|_. D< N

cm
LLI
<3
z

< v v v v W © O O © O O
- n m v n n

o>
N

of
ID

am9_z
19
2 _ 1
3 <

32
o

O O O O O O O O O O O O O O O O O O O O O O O O O O O

\ - n o ' > ~ < 1 - u ' > < o l ~ r o o a o m o m o m o m o u v o o o o o o o o
\ - \ - w n n n v ~ o n m l \ o m o c > o o o oP F F p N N MU O O O O O

1-(\I0')<'lD

| -
U)
3
o
IJ.
O

O
z

. J

8;1
m

'9>-uJ_J
weH z
S E<

o
aLIJ
a
zLu
E
E
o
om
no
o
o3
no

9<

_| _|
< m
(D 3
UJ I
U) |-

:> 83 2
O
LLI
E

E
o m
z E
:numo

l l . IJ
E D

D I D
0 8 V I
ms£89< z<,.=<
3*8
M d
< l - m

LIJ

t o
*(NI(*) I-DLDl\COCDOpN("><'lD(OI\¢I}O)O\'(\I('7W'lD(DI\CDC)Ov'(l\l(*)W'lD(Dl\

v r v v v v v v v F W N N W W WW WW W W



\ *

O
z

SSSSSSSSSSSSSSSSSSSSSSSSSSSSz z z z z z z z z z z z z z z z z z z z z z z z z z z z o S iz z S Sz z

3 I

o
1 -

O
z

SSSSSSSSSSSSSSSSSSSSSSSSSSSSz z z z z z z z z z z z z z z z z z z z z z z z z z z z o SSzz asZZ
Q

|
t o

O
E

843939893988289$328939$B'3$B'30B'38934$B¢B98'3$B38@B@¢Q°!'*?"'?°!'Q'T'T¢"?°?"'!*Q'EQ"Z'Q'1'Q"Z°!°~Z'Q<Z'E'T"?"?°!I-OLD1'§"¢")("!(")III(*l~l-\-C)l\(OG)w-©-ll(")C)8OW\-WCDID1 -1 -v -1 -1 -r -1 -\-\-\-1 -0 C)O U )C)¢ )Q |\N |\ m n m m m m m

o aszz SSzz
3

Q
9
<
8\n'°o*nr
W3.2supt
E 38
N  0 9
¥ u . l u J
OIC)
D o n n .

I
co

O
z

88888888$$$$$$$$$$$$$$$$$$$$IOI0¢")(\|1'-OO)U)(DlK')§'C)9'U)W\-Q|\l!)OK')\-v-03|DO8 IDnnlnnnn=-\-\-\-1-ooo>r~¢o<-mmnn-ov~<a-mmmn<1-vw~4~<r<r<.1-<1-<r<1-<1-v<l-<~omof>of>of»of>mmmnnnnnn
o SSzz aszz

Q I
9'

O3
83983989839888939B9398'3B9B@B€39B9B9B98€82Be39B€B9B€
q Q q Q 9 4 q q q Q q Q q q Q Q q q Q n Q Q 9 Q q qO f ) n n n n n n n n n n 1 - 1 - o o > o o r ~ l ~ ¢ o ¢ o l n l n m m n n n nn e o m e o c o e u o o m m o f : m o ' > < n < f > n n n n n n n n n n n n n n

o 'ESzz SSzz
/"3L

I
m

8 $ $ 8 8 8 8 8 8 - $ $ 8 $ $ $ $ $ $ $ $ $ 8 $ 8 $ $ $ $
W W W W W W W W W W Q N Q W w M 9  W W Q W Q M M Q M M W
D O O O O O O O O O O O O D 1 - 1 - \ * v ' v ' v ' * 1 - 1 - p v - F F p

883939398883989343939a9843982$$893939B9393284$39ONMUTNQC1-¢")9' l01-¢OO¢")\-¢DON1'(DW('7CDWIDU)U)
* r v v v v v m n m m n | n \ n ¢ o ¢ o | ~ o o o > o > o o o o o - - - \ - - v -

(D
< 84 B93939B9393939B9$B982$39B9BQ$B¢B98239$3939$39$$

O N 1 C O W G J w N UICOwWNU)U51-(') '1'|D§DCD01W0>U>O)
N N N f l Y \ N ® W ¢ D I D ¢ ) C ) U ) @ O O F 1 - v ° 1 - v - 1 - 1 - 1 - 1 - \ - 1 - vOz

o
<o

<
< s s s s s s s s s s s s s s s s s s s s s s s s s s s sz z z z z z z z z z z z z z z z z z z z z z z z z z z zO

s s s s s s s s s s s s s s s s s s s s s s s s s s s sz z z z z z z z z z z z z z z z z z z z z z z z z z z z 4 4 < <

F Q
<

(D

<

U E
2 2

v v  N N W  N O N 9 N O M O O O O O OT " T ' T ' T ° N N M O O O O O
\-wmv-u'>

<
(D

2 0
SD:/1

O(/J

EOE
38
o

O

O
O

o

:3>1

Sr-
Q 2
uJO
E E

9<

£98
uJ>1
Wt

E(D>O<2
234%<<<Qo.;
:rm
<9-rn

:ZO
v W W W W N W M O v N W W W W N W ® O v N W ® @ N ® W O v N @ W W © N

\-\-1- - \ - \ - \ - - \ - v - c w m c u m m m m m m m w m m m m m m c w



SCHEDULES TJC-RD1 THROUGH TJC-RD5

PRIVATE FIRE
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT . PRNATE FIRE
TEST YEAR ENDED DECEMBER 29, 2006
RECOMMENDED RATES

DOCKET no. WS-01303A-07»0209
SCHEDULE TJC-RD3

LINE
no. DESCRIPTION

PRESENT
RATES

COMPANY
PROPOSED

RUCO
PROPOSED

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE:

(RESIDENTIAL COMMERCIAL AND MISC. CUST0MERS)

5/8 x 3/4 . INCH
3/4 - INCH
1 - INCH
1 1/2 _ INCH
2 . INCH
3 . INCH
4 _ INCH
6 _ INCH
8 . INCH

10 . INCH

$000
000
0.00
0.00
0.00
7.s0

11.39
15.83
25.32
39.35

$000
000
000
0.00
0.00

11.48
17.30
36.35
47.46
6834

$0.00
000
000
0.00
0.00

1060
15.50
31 .45
42.45
59.54

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE:

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 0 o 0

RECOMMENDED COMMODITY RATES BY METER SIZE

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24

5/B X 3/4 INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1o00 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
999,999,999,999,999,000

OVER

TO
TO

999,999,999,999,99S,000 GALLONSi
0 GALLONS:
0 GALLONS:

s
$
$

s
s
s

s
s
s

25
26
21
pa
29

3/4 . IncH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999,999,000 GALLONSt
0 GALLONS;
o GALLONS:

s
s
s

s
s
s

$
s
$

30
31
32
33
34

1 . INCH
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,939,999,000 GALLONS:
999,99S,899_999,999,000 GALLONS:
999_999.999.999999,000 GALLONS:

s
s
s

s
s
s

s
s
s

35
38
37
38
39

1 vs . INCH
COMMODITY RATE (PER 1000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,99949994000 GALLONS2
999,999,999,999_999,000 GALLONSI
999,999,999,999,999,000 GALLONS:

s
s
s

s
s
s

s
s
s

40
41
42
43
44

2 . INCH
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL. OVER MINIMUM)

ZERO
999,999,999,999,999,000

OVER

TO
TO

999,999,999,999.999,000 GALLONSI
999,999,999,999,999,000 GALLONS:
999,999_999,999,999,000 GALLONS:

s
s
s

s
s
s

s
s
s

47
48
49

3- INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) TO 999999.999.999,999,000 GALLONS s 0.75

52
53

4 - INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) TO 999.999999.999,999,000 GALLONS s 0.76

56
57
CB

6 - INCH
COMMODITY RATE (PER 1,000 GAL CVER MlNlMUM) TO 999.999999.999.999.000 GALLONS s 0.76

60

62
63

8 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) TO 999.999,999,999,999,000 GALLONS s 0.76

85
57
68

10 - INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) TO 999.999.999.999,999,000 GALLONS s 0.78
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3

ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WATER DISTRICT . PUBLIC INTERRUPTIBLE
TEST YEAR ENDED DECEMBER 29, zoos
RECOMMENDED RATES

DOCKET no. WS-013l)3A_g7,0209
SCHEDULE TJC-RD3

LINE
n o . DESCRIPTION

PRESENT
RATES

COM PANY
PROPOSED

RUCO
PROPOSED

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE:

(RESIDENTIAL. COMMERCIAL AND MISC. CUSTOMERS)
5/8 X 3/4 _ INCH
3/4 . INCH
1 INCH
1 112- INCH
2- INCH
3- INCH
4- INCH
5.  INCH
8.  INCH

10 _ INCH

$0.00
0.00
0.00
0.00
0 0 0
4.59
0.00
0.00
4.59
0.00

$0.00
0.00
0.00
0 0 0
0.00
6.93
0.00
0.00
6.93
0.00

$0.00
0.00
0.00
0.00
0.00
8.25
0.00
0.00
6.25
0 0 0

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE:

RESIDENTIAL, COMMERCIAL AND MISC CUSTOMERS 0 0 0

RECOMMENDED COMMODITY RATES BY METER SIZE

1
2
3
4
5
s
7
8
9

10
11
12
13
14
15
18
17
l a
19
20
21
22
23
24

5/B x 3/4 . INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
1
OVER

TO
TO

0 GALLONS2
0 GALLONS.
0 GALLONS:

s
s
s

s
s
s

s
s
$

25
26
27
28
29

3 /4  INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1.00o GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 0 GALLONS:
0 GALLON Si
0 GALLONSi

s
s
s

s
s
s

$
8
s

30
31
32
33
34

1 - INCH
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)

ZERO
OVER
OVER

TO 0 GALLONS:
0  GALLONS:
0 GALLONS1

s
s
s

s
s
s

s
s
s

35
CB
37
38
39

1 1/2 , INCH
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MlN\MUM)

ZERO
OVER
OVER

TO o GALLONS.
0  GALLONS:
0 GALLONSz

s
s
s

s
s
s

s
s
s

40
41
42
43
44

2- INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
1
OVER

TO
TO

0 GALLONS:
0 GALLONSz
0 GALLONSI

s
s
s

s
s
s

s
$
s

45
48
47
48
49

3- INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) ZERO TO 999,999,999,999.999.000 GALLONS. s 0.63 s 0.82 s 0.78

50
51
52
53
54

4 _ INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
999,999,999,999,999,000

OVER

TO
TO

999,999,999,999,999,000 GALLONSI
999,999.999.999,999,000 GALLONSz
999,999.999,999,999,000 GALLONS:

s
s
s

s
$
$

s
s
s

55
56
57
58
59

s _ INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
999,999,999,999,999,000

OVER

TO
TO

999,999,999,999999,000 GALLONS:
999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:

s
s
$

s
s
s

s
$
s

S0
SI
62
63
64

8 _ INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
ov ER
OVER

TO 999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS7
999,999,999,999,999,000 GALLONS:

S
s
s

0.63 $
$
s

0.82 s
$
s

0.78

65
SG
67
58
59

10 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999,999,000 GALLONSz
999,999999.999,999,000 GALLONS:
999,999,999,999,993,000 GALLONS1

s
$
s

s
s
S

$
s
s
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SCHEDULES TJC-RD1 THROUGH TJC-RD5

PUBLIC INTERRUPTIBLE/CITY PEORIA
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l

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT . PUBLIC INTERRUPTIBLE/CITY PEORIA
TEST YEAR ENDED DECEMBER 28, 2006
RECOMMENDED RATES

DOCKET no. WS-D1303A-07-D209
SCHEDULE TJC-RD3

LINE
n o DESCRIPTION

PRESENT
RATES

COMPANY
PROPOSED

RUCO
PROPOSED

RECOMMENDED MONTHLV MINIMUM USAGE CHARGE:

(RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS)
5/B X 3/4 . INCH
3/4» INCH
1 . INCH
1 1/2- INCH
2- INCH
3- INCH
4- INCH
6 . INCH
8. INCH

10- INCH

5 0 0 0
0.00
0.00
0.00
0.00
0 0 0
0.00
0 0 0
4 6 2
0.00

$ 0 0 0
0 .00
0 0 0
0 0 0
0.00
0.00
0.00
0.00
6.96
0.00

$0.00
0.00
0 .00
0 .00
0.00
0 .00
0.00
0 .00
e .20
0 .00

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE:

RESIDENTIAL, COMMERCIAL AND MISC CUSTOMERS 0 0 0

RECOMMENDED COMMODITY RATES BY METER SIZE

1
2
3
4
5
S
7
a
9

1 0
11
1 2
13
14
1 5
16
17
LB
19
20
21
Z2
23
24

5/B x 3/4 . INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)

ZERO
9999B9,999,999,999000

OVER

TO
TO

999,999,999,999,99S,000 GALLONS:
0 GALLONS:
0 GALLONS:

s
s
$

$
$
$

s
s

. 5

25
26
27
pa
29

3 /4  INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999,999,000 GALLONS2
0 GALLONSf
0 GALLONS1

s
s
s

s
s
s

3;
$
F

30
31
32
33
34

1 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO B99,999,999,999,899,000 GALLON Si
999,S99,999,999,999,000 GALLON Si
999,9991999,999,999,000 GALLONS2

s
s
s

s
s
s

s
s
s

35
36
37
35
39

1 vz-  INCH
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999.999,999,999,000 GALLONS:
999,999,999,999,999,000 GMLLONS:
999,999,999,999,999,000 GALLON$i

s
s
s

s
s
s

s
s
s

40
41
42
43
44

2 _ INCH
CDMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM)

ZERO
999,999,999,999,999,000

OVER

TO
TO

999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS;
999,999,999,999,999,000 GALLONS:

s
s
s

s
s
s

s
s
s

45
46
47
CB
49

3- INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
999999,999,999,999000

OVER

TO
TO

999.999,999,999,999,000 GALLONSz
999,999,999,999,999,000 GALLONS:
999,999,999,999,999.000 GALLONS:

s
s
s

s
s
s

s
s
s

50
5 1
52
53
54

4 . INCH
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1_D00 GAL. OVER MINIMUM)

ZERO
999,999,999,999,999,000

OVER

TO
TO

999,999,999,999,999,000 GALLONSz
999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS3

s
s
s

s
s
s

s
s
s

55
56
57
58
59

6 _ INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
999.999,999.999,999,000

OVER

TO
TO

999,999,999.999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:
999,999.999,999,999.000 GALLONSI

s
s
s

s
s
s

s
s
s

60
e l
62
GO
SO

8 . INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,00o GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999999,000 GALLONS;
999,999,999,999,999,000 GALLONSz
999,999,999.999,999,000 GALLONS1

s
s
s

0.76 s
s
s

0.99 $
s
s

0.94

65
66
57
GB
SO

1 0  INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:
999,999,999,999,999_000 GALLONSI

s
s
s

s
s
s

s
s
s



r

.LuI-<f>

OUJUJA0004(DD DCO"'MUJZ
0__

i i
z

Sz 8:z Sz Sz Sz Sz Sz 8o
N.vo">

ifz

I

o
Qo

oQo
oQo

oQo
o
Qo

oQo
oQo

of
LQ
1 -

oQo

9
9
<

8*.
D

§,4=§6
2 3
ET
¥uJg r

o

Ru.:
wO 3 <

Q Q uJ
~ 3 13:

re o f he

o

I

oQo
oQo

oQo
oQo

o
Qo

o
Q
o

oQo
o
N.m

o
Qo

D
UJ
a
z

Q UJ 8
up 3 E |-m 2 <

Q 1
o
UJ
no ea

sz S2 i iz S2 i i
z

sz sz 8coo
sZ>- ~uJz'§u>

,`<uJ<OD.olJJ

OuJ048

1-
ID

I

oQo
o
Qo

oQo
oQo

o
Qo

oQo
oQo

LO
et
N

oQo
>- LIJzncw<3<" a up

88-I0(
000008 he

o

S

o
u.l
D..
>-
*:
Q
I-LI
.J
E
|-
D.

m
m
m
|-
E

I

oQo 8 § o
Qo

o
Qo § § co

Q
LO

o
Qo>- a

Z up
8 < U) (D

a O UJ2 n. 2
O O M
o Sr

D .
ea

<*IJ
u.
O

Q
_I
m
D
D. o

I

oQo
oQo

o
Qo

o
Qo

o
QO

oQo
o
Qo

N
*Q
<r

o
QO

oncer I

>-\-zzcn
2888
~/EuJ<

(_)CL <49

oz

>-

2
O
o

o
Z

O
E

LU
(Dre
<
o
§
3
2
3
E
>-
_ J

| -Z
O
E
Z
a
LU
a
3
_ I
o
3

I

N
"-.
1 -

1"-

:E
O
2

O
Z

U
Z

o
Z LU 3 3 :J 3

UJ
E
co
no
LIJ
t-
LIJ
E

I

8
(q
><
Q
ID

|

8(1)
I

1 - '
|

N
|

(q
|

we
|

Lo
I

m
I

o
P

cm
Z
o4_I
<
(D

LU
<9
<
a
<1

LU
_I
3
D
LU
O
(D
>-
3 /-\
CL i S

Z z
2 2
33

9008
z->0.,§*,L»
_JO""QOZZ
4 3 8 2 2
3 1 - 3 3
:rW-1l U d O

< n l - - 0 0
L1J, ;-;;-;5-4
05/LlJ,L';Q,
3 2 2 2 2

Ll_.J._J..J..J
L U O O O Oc r oooo

| -

Q
m
|-
Q
D

re
<
3

o

W
>-@
z 3
< N
4 63 ° -
0 : 8
M m e

< 0 131-u¢.,
t o
< n E
0  Lu 5

m E ;
E4°=2< < 5z'":o " | -
n * z
¢ 8 0
< l - E

UJ
g  o
.J  Z

N m W LD w 1\ w m o



O O O O O O O O O O O O O O O O O O O O O O O O O O O Oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

NCOWOLONOO<rOCONNNNNNNNNNNNNNNNNNmm mmv m vwowmwwwwwwmwwwwmwm
<l'LO£0CDI\£DC)O)O\-(\Jt.OO§(")N1-C)O'>WI\(D<'<l'<1'W'<f<f<f\-v'pF\-N<I'(.DOOC>\-(*')LDC7€0€DNM<fO\-v-FF(*')l\lD(\l©®

o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

o o o o o o o o o o o o o o o o o a o o c o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o c z o o o o o o o o o o o c o o o o o o

O C ) O O O O O O O C O O O O O O O O O O O O O O O O O Oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
O O O O O O O O O O O O O O O O O O O O O O O O O O O O

o o o o o o o o o o o o o o o o o o o o o o o o o a o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

v-¢'\I¢")<I'l.0l.DI\cDO)OU70lOOlOOLDOLf700000000x-FNNLf)l\ONK7l\OL0OOOOOO\-F1-v-NNIDOOOCO
\-(\l("79'LD

pNWWW@N@®OwWWWW@N®®OvNMWM©NWWO*N W"N\-1-v'*ff**\-*\-(\l(\I(\I(\I(\l(\l(\l(\ll'\I(\I("7<'7(")(* (*)(")(*)(*)



9
*

O
E

333338833333883333333333333380090000DDOOOOOOOOOOOOOOOOOO
o

8 I
Q
p' S Sz z S iz z

:x:
O
3

o'>
w N(OeaQ

Nt- q conr w w ° 4 n ~ 4 4 n ~ n ~ ~ n n n n n

1"N9¢|
of S Sz z

83383383888833833333883833338 9 0 0 0 0 0 0 0 D O O O Q O O O O O O O O O O D O O O
o

8
O
E

m
N
9l~
°.
<of>
8 ID
g o
J,°F
=§°`»uI33°
UJQN¥Luu.l
O I C )

U m m

|
co a sZ Z a sH z

33888388838388888833888838338c>ooooo .ooooooooooooooooooooo
o

Q
O
E

|
Q SS S Sz z

33383383888383333888388838338 8 0 0 0 0  O O O O O O O O O O O O O O O O Q O O O O O
o

u_
- - r

o
ES

nr
o
LU
D.

a

I
c*> S Sz z SS

33383383833388383383388333883 0 0 0 0 0 0 D O O O O D O O O Q O O Q O O O O O O O O
o

f--.
8

Oz
I
N 831:z z S Sz z

33338833383333333338833333838 9 0 0 0 0 0 0 0 0 0 0 0 D Q O O O O C O O O O O O O O
o

Q I
'LQv- 8: 8Z z a sz z

38883833333333383333333333838 c > o o o o o o o o o o o o o o o o o o o o o o o o o o
o

Q
O
Z

I
1"" a s :fsz z

Q
LU
_ I
Q
1 -
D.
: >
m
n :
LIJ
| -
3

Q
. J
m3

|-
Q
UrI-
EQ
D
M
m|-
< 333338333833333333333333333830000QOOOQOOOQOOOOOOOOOOOOOO

o

8
*-/

O
Z
<r
FT

3

E
O
3
m

S Sz z

O
E 38383333833333333333383838333 Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q

o

g I

no
LO

S Sz z SOZZ
V)LU

3
D
l.LI
D
z
UJ
E
E
O
o
LLI
m
o
o
3
M

8:/>
' Io
23I><go
OE
O

-1'(\l(\llDI\O(\IlDl\C)L0C)OOOQ(D1-1-*p('\l(\ILOC)C)C)OO
1-n<*><rLn

»:
cm
3
O
LL
O

O
z

9
<

38
83LLI_l
<05
"s(D>§
<

<m
Q>-
LUI:fn-
D6§§
a
E

z

>-soZo
<3o.
E T
O N
ons
g i l l
L i m
I-E
§8
zl.l.l
< D

Q89l rgm
8 8 5
<.lr§
§8<0>-(9
458|r 1u.J< l , - E

UJ .
_zoo.JZ

vNWWW©NWMOwWW W © NW 8 0 vNMW W W NW ® O vN@ W W @ Nv v v v v v v v v p N N N W N N N N N N W W @ M W M @ W



r

O
z

3338838383338883383833333383800009000DOOODOOOOOOOOOOOOOO
o S Sz z a sz z

8`'h-J I

o
T "

m
co

too
Lm.

a sz z

Q
823838388888892888888888888838
-vw-nnnnnmmm<r|n¢oo1na><raomt~u><-\-\-\-¢-v-ea F F F N N M M ¢ G M \-

et
I

w

O
z

3883833833833333338333333333sQQQQQQQgggggggggg0ggggqg0gg
O S SZ Z a s

8

o>
o
N9
| -

q><
:vo

8
3 8»no
"us3.2om*
386
MOW
!1u1.u0 I :9
DUID.

I
f.D

33338333333338333333833338338ooooooooocooooooooooooooooo
o SSzz S sZ z

Q
o
z
I

W

O
z

3838833383383333833333833383 o SSzz aszzs
n:
o
Lu
D_

"\"\
LL
*-I

|
(")

33333338333883333333333833838 c > c > o o o o o o o o o o o o o o o o o o o o o o o o o
o SSzz SSzz

f"\
up
\...v

O
E

>-

Qu.\_I
E|-M
3
nr
Ur

I
N

< < < <
O

Q o o o o o o o o o o o o o o o o o o o o o o o o o o oO O O O O O O O O O O C Q O O O O O O O O O O O O O C ) O
o o o o o o o o o o o o o o o o o o o o o o o o o o o oo

mD
O

o
no

o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o c z o o o
o o o o o o o o c o o o o o o o o o o o o o o o o o o o

< < < <
no
< O

Z
D
nr oD
< D o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o

o o o c o o o o o o o o o o o o o o o o o o o o o o o o

< < < <

>-|-o w

M

><D
o o o o o o o o o o o o o o o o o o o o o o o o o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o o o
o o o o o o o o o o o o o o o o o o o o o o o o o o o o

< < < <

O O O O O O O O O O O O O O O O O O O O O O O O O O O OO O O O O O O O O O O O O O O O O O O O O O O O O O O
'-nm<rl.o<ol~uoo>ou*»ou°»oLnoLno\nc>c>oc>oooo\-\-nnu'>r\onLov~oLoc>ooc>oo

W F F P N N LO O O O O O
x-(\l(l09'l0

|-
co
:>
O

< Ea
(9 >

O
O

I-

O U)

E Q
E
D <
Q (D
O
O 9<

S E
<

<m
L9.>-
UJI<01-

O82
D

<
o
D
Dz
E
E
oo
a:
oo
m 2

> - 9
4 8
E T
o
oE4
4 5I_s
<o
E D

D
0 8 0 1

E 25
53%
<<8
89:3
mm
< 9 - m

II

v N @ W®NWWOrNW WWNWMOvNW¢ W©NWWOvN9 WW@Nv'v'v"\-\-\-*\-\-'*t\lNNNNN¢\INNN(")(">("7<"><'7(*><*)(")



l

O
z

sssssssssssssssssssssssssssszzzzzzzzzzzzzzzzzzzzzzzzzzzz O aszz SSzz
3
*Oni I

32343232332;e3e;e8e3eg3e8e8e8e3e3e3e8e3e;e3e3e8e8e8e8eN QNQ4QQNQ4 w Q4QNwQQQ44 Mvn\-oommmmnnwwmvvvvvvvmmmmmmmMMMMMNNNNNNNNNNNNNNNNNNNNNNN
(")
LO

o b
N.
9'
(4)

aszz
Q |

of

OE
SSSSSSSSSSSSSSSSSSSSSSSSSSSSzzzzzzzzzzzzzzzzzzzzzzzzzzzz O SSzz asZZ

¢""3

OF
o
N9
N

9<
s o

8
8 8
-m"'<382om*

LL

8 0MOW
!u.IuJ
OILS
Q C D D .

x

c o

O
Z

sssssssssssssssssssssssssssszzzzzzzzzzzzzzzzzzzzzzzzzzzz Q SSHz SSzz
Q

x
<r

O
Z

sssssssssssssssssssssssssssszzzzzzzzzzzzzzzzzzzzzzzzzzzz o SSzz SS

9
|

(*)

O
z

ssssssssssssssssssssssssssssz z z z z z z z z z z z z z z z z z z z z z z z z z z z O 13 S2 z S SZ Z
t " \
u p

\-...»
I

N

OE
SSSSSSSSSSSSSSSSSSSSSSSSSSSSzzzzzzzzzzzzzzzzzzzzzzzzzzzz o asZZ asZZ

Q ILQ,_
SSSSSSSSSSSSSSSSSSSSSSESSSSSzzzzzzzzzzzzzzzzzzzzzzzzzzzz O S Sz  z SSzz|-

UJ
(D
<|-zm
onrI.LID. Q

o
z

I
V*

m
D-

SM
oLLI
D .

Q
LIJ
. |
E
| -
D.
D
n:
no
LU
| -
Z
Q
_I
m
3
D.

| -
QM
Q
D
M
<
3 OZ

sssssssssssssssssssssssssssszzzzzzzzzzzzzzzzzzzzzzzzzzzz O asZN SSZZ
>-
L: 8 1

<
m<
DLu
VJwl.u
UrB.
><
m

<r
m

O3
$55135 SSSSSSSSSSSSSSSSSSSSSSSzzzzzzzzzzzzzzzzzzzzzzzzzzzz o aszz SSzz

3 I

o f
""-

/"-.zOU)l__zD.2_1
32wezz

vN(*)<\D(Ol\WO7C)lDOlDOlD€3lDOLOOC)OC)OOOC)
v v N N W N O N @ N O W O O O O O O

v-nmvxn

|-
U)
:J
O

tn
l.l.l
C)
z
<
o
o
UJ
D
z
u.l
2
E
o
o
LU
no
o
o
3
n:

O

u.
o
O
z
(D
>
<

288(Dm
>-

83
*E<9
> O
< 2

_I
<Q
m _J

8 3z _J
S 55D z
up O
§  E

o
z
3W
Gs
<8
§
0 1

x im
*E
< 0

m
E D

D V )Q89
825E1"<<n:z
<§,<
Z>.W

n 53
M m - 1
< l - m

UJZO.JZ
\-nm<r1o<ol\cno>o\-nc*><rLncor\coo»o-noo<ru'>col\coo>o\-nof><rmLor~1-v-v\-v°vw-v-v-\-(\It\l(\l(\l(\I(\I(N(\IC\l(\l(*)(*)('7('7<*7(*)(')<*)



*n m

SCHEDULES TJC-RD1 THROUGH TJC-RD5

CENTRAL ARIZONA PROJECT _ RAW



a»

r -OF
CI
l

1-
as

1309+
E 83*

EL 3228*
I-- U>l.9 1

Q D o cm o o o o m D 01...I so N r-
I*-
m
KTr' T

g;

LC
IC

o o o ca o o o o q o -a_sen l*- r-

93* 3 1'as c

EI I-'=i'>3I
L-.

o  e a U.) 4

ac
4 4
1 - r

as

m
*oW* 6

I 323-1 v"
3 500+ 1->

U5l
LL u.

man

8588
3941-
83
">::*Qam
3 0ow
z
|-IUacU
oD

-II

c>c>c:»c>c:>::>r:>::»c>r:>r:>. 6 8 £9
8§v45
I- > 0

.-
- 0

o  o  o o  o  o o  o o  o o
U

§%l3©
-JI l-Egg

-.:»E=»*-om,_*Q 4:

-Jl

o o o o o co o cza o o o
__ m

8880
I- > 0
adv..= o E ;

O v

o o o Cb D D D D D D D Q Q  o  o  Q Q Q Q Q Q Q o o Q o ca o D o D Q o

0 9 % Ia8804>- w E 9 =>CI1*-,,IEg_§
88803

Wo9...

E t
8I53.,>v
12u>E 9'2>Cll-wEMQ
3 : 0 4 2 9
i = - 9 0 0 2

"IoQ...

8 an
an

3 o no£84598I an E nm *
'5 : o 6 E

m o<5 ....

°

Q D o o o o o o Q o

-xi

8 D D  D D  D D D Q D 8

* eao= l >
8183oSQ\. >D
.1>Ec>,_1-OM..L) ea

--eam

383°
@E""-I-on:_

-11

2: 83-33
e~v':'8 5 3 ° -i2<>rr`§
O an

o D Q D ¢:> c> D o c> Q o
. 3 9

8818 Dif:__.}-(DE
vo:
'-mas§§§5§l-=r.> E

Wego...

pa
Gs Q.

- . * " ' Ias E!i=gu'*s
5 2

a
o 18"3 •

_,§uJEE*§
'b l0 M4-\co.¢EF  2 0 0 2

Wogo...

1 1 : I

o o D o D o D o m o GO<-4 l\r- f
lD m10 LC1- p

an l l

F
eawe1-

Ar:
q
1-
as

a u ; _ m
g o n mc o I- I-
_ £ 8 " z;
l! mu-|- o S

o 33 D (D: U :|Q O c o
|. E 8: 8
.3 E l> 1-
1-  o no 4

L) as

g§m33DD
0886 too
Q E g Q D Q
P- o as o ,1 o

s.. |-D 1-
u

>-
no
<
s
E
D
m
w

3
41 o  o  o  o  o  o  o  o o  O
8 8" Q

= 3 o 8. ZOF O U) E

(3
CJ-go

°3"8 v"
o100) "'"

1 - 2 0 2
we

o o o o o o o o o o c :c> I:Q G
1-l""J
U!-
Nm1-

4-
v iof
r~U;
1 -

o 36
*mvs m.§>=§5§

I - Bo E
WeQ..

r-
m
Q
Nenv-

p-
go
CJ-
l\l
co
I-

' 8 9
9 3 9 0 0
$309n12@10<nE
~v.n *-£ 1 2 0 0 31 - 2 0 2

cm(32

ca Q o o o cmQ G 8 o c:
O.w-
pr)
q
Nm1-

c:
.1-

Ra
0l-
Nof1-

E
z

9 o o D o D Cb r:> D D oan on
o  o  o  Q  Q ca ca Q O o Q
as in

U-1

go."
v><>- a m

2 2 1

58.8

u858m
U-I '*>.§v><

".E 5m2213:
LLI

Q Q Q Q Q Q Q Q Q O OUEIJ Sn an
8 :3 l L1
2E 0><" . § 3 m2 2 l z

un

o o o o o o o o o o§`§,'><::gQc.31:.»c:c>c>oo:>EE»-caDoooc:>c>c>n:>:>0... Iflt,9l:4:
ml

zEoc.»<:»<:.~oc.\c>c:-<:»<:»o5 3 cz c o o o o o o o
EE39*oc>oo<:»o»:::»oc:>
CVE.:280

LLJI

> " D D G C D D C 3 C ) C D C §

E

EEO
E»<:idcic>o¢:»c>¢:.~c>c>.EE"*

o o o o o o o o o o o l o  o  o  o  G o  Q  o  Q  G O D <:> D o ca o ca o o Q o

|-oIll
ozh.
<z
o
Hm<
_I
<K|-z\u
o
|-
9z|-
8D

wm|-
m
DwDzm
s
E
oom
ooDg
»a

al
E UP

E T
:§ CD
3 0

DI
8 3
E TE t
819

al
E t
ET
1§===E tz\uP(

3>
o c a o c z o c a c a o c a o o cO cQ cz
:>
In M

OF Of

8an
c: E _o Q :J m

P- .-(D o
O

U o cw e ca a

1- E u£90
U

NQ

8soEE
'6|- "'r::0 8o

o o a o o o o o o o csD CQ c:

if:m 01
l\lco ac

D
so
o

8>-
888m¢i>-2 ~ §orr_onus
l r § o
3 4 °

6 -Ia ¢*>
m

z

:>::>oc>:>c:ac:>o-=rc:>l¢

m
no

<l
O O O O U U

O
2 I

o f I O
_ 8 O I 2 I I I I I I

2UJc<'a 80
><

U O U O O U

u.l

zoluzID48m
Qolrntzl l-I.lJl.|.||.|.
§~=°<>-
azzunrz> - <
o E
4532ncaa:RPM

D.

z 1

>< z z z z z z z
m y|6861-1-l1M*(DQO u'i¢~i.-v-n814f.ouoc>

Rx:O
z I

my ~:: O

>< Z Q Z Z Z Z Z Z
no-=r
\ra¢*a 1-»-r~.|<~*>~¢¢.oeoo



» u

I I I I vo
1.-
*z
of
'=r
1'-

I 9
l~

Beo
qoo

' 1
of
91

(119 an

88
N m9 .
l`O
és-
83
28
38

o
a W

z
|-
IU
x
o
o
a

I | I I I I "=r
I'--
' 1
of
q

I <1
h -
*z
oo
'fl

8o
cgoo

he 49

I I I I I I a | 39
ca
cg
o

8 u.l

Q S3=*§gn:§§1_1,,o no
l.unr
D
m >-Qm:m

8 ' " w 8 8=§3=;" s go
'é' o

D
8 52

01.1.181D8El"I-§
18883

o £5.2 (19 e a

| I I I I I cm
N
r~
If)
ID
v

I GI
N
*~:.
Lo
m

8
Q
cg
o
Q
1 -

>-c:
Z"'ww..lg<0u.l<z
'§.L»-'6§088l-Iu
Ur. Ir

9-> 69

I I I I | I I I
>-
L=ul

m
N
|*-

L T
1-0
v -

ea
N
l~
no
no
1-

8o
Qoca

3
>82 z/»'"D(D§o,'£On:
gli- E 4

out QT
11 o

69 an
|-
o
u.l
1
o
Mr
O.

I I I I | I I I | 32o
qo

>-E
>- u, 3
Z¢DLUI,.<0*zz

80308 2
OD.

ea w

I I I I I I (D
(D
<11
m
T"
1'-

I co
(D
m
a>
1 -
1 -

oQoo

<
z
o
as
K
<

3»-
z
u.l
u
F-
o
no|-(D
o
M
u.l1-
<

I- LU
z Ia _| Dm LU< 2
8 I- '5 w>no81- m
D. nc

co
up
m
CD

>-|-
o

>-
»- *;upZIDQQ
"H"on:$*§<anis!!
:L 8 0

z
:>
m

49

I- >-2
383:
v.- z8§o2
n. E E

o
o

ea 444

O
Z

O
zO

z O
z

o
Z

o
Z

O
z

o
z

O
z

O
z

u.l
Yi
m
Mr
u.l
| -
UJ
E

N

<r
m
><
of
LT

v
m (") <r so no o

w_I
<1-
oI-

u.l
(D
<
| -
z
LU
o
nr
LU
m

*S
Ea
D.

§
Q I

18"Is
&myo
31110

(D
2w<188
Egg<¢
§§:0>.2

| -MY
< l - M

LU
_,z

m v m cc co CO o N



|

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT . CENTRAL ARIZONA PROJECT . RAW
TEST YEAR ENDED DECEMBER zs, 2006
RECOMMENDED RATES

DOCKET NO. WS-01303A-07-0209
SCHEDU LE TJC-RD3

UNE
no. DESCRIPTION

PRESENT
RATES

COMPANY
PROPOSED

RUCO
PROPOSED

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE:

(RESIDENTIAL. COMMERCIAL AND MISC. CUSTOMERS)
5/8 x 3/4 . INCH
3/4- INCH
1 . INCH
1 1/2- INCH
2- INCH
3- INCH
4~ INCH
e _ INCH
8 _ INCH

10 . INCH

$0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

$0.00
000
000
0.00
000
000
0.00
0.00
0.00
0.00

s0.00
000
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE:

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 0 0 0

RECOMMENDED COMMODITY RATES BY METER SIZE

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

5/8 x 3/4 - INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)

ZERO
B99,999,999,999,999,000

OVER

TO
TO

999,999,999,999,99S,000 GALLONSz
0 GALLONS2
0 GALLONS1

s
s
$

s
s
s

s
s
s

25
i s
27
28
29

3/4 - INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999.999_999,99€l,000 GALLONS1
0 GALLONS.
o GALLONS:

s
s
s

s
s
s

s
s
s

30
31
32
33
34

1 _ INCH
COMMODITY RATE (PER 1,000 GAL CVER MINIMUM)
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1000 GAL OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999,999,000 GALLONS2
999,999,999999,999,000 GALLONS
999999,999,999,999000 GALLONS2

s
s
s

s
s
s

s
s
$

35
38
37
35
39

1 02. INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999,999,000 GALLONS3
999,999,999,999,999,000 GALLONSi
999,999,999,999,999,000 GALLONS1

s
s
s

s
s
s

s
s
s

40
41
42
43
44

2  I NC H
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
999,999,999,999,999.000

OVER

TO
TO

999,999,999,999,999,000 GALLONS1
999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:

s
s
s

$
s
$

s
s
s

45
48
47
pa
49

3- INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
999,999,999,999,999.000

OVER

TO
TO

999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:

s
s
s

s
s
s

s
s
s

50
51
52
53
54

4 _ INCH
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM)

ZERO
999,999,999,999_999,00D

OVER

TO
TO

999.999,999.999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS:

$
s
s

s
s
s

s
s
s

55
56
57
CB
59

6 INCH
COMMODITY RATE (PER 1000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
999,999,999999999000

OVER

TO
TO

999.999,999.999,999,000 GALLONS:
999,999,999,999,999,000 GALLONSI
999999999,999,999000 GALLONSI

$
s
s

s
s
s

s
S
s

60
61
62
63
64

8 . INCH
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999,999,000 GALLONS:
999,999,999,999,999,000 GALLONS1
999,999,999,999,999,000 GALLONSi

s
s
s

0.s5sa s
s
s

0.85 s
s
s

0.81

GO
66
G7
SB
BE

10 . INCH
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,o00 GAL. OVER MINIMUM)
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM)

ZERO
OVER
OVER

TO 999,999,999,999.999,000 GALLONS:
999,999,999,999,999,000 GALLONS:
999,999,999,999999000 GALLONSI

s
s
s

s
$
s

s
s
s
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1 INTRODUCTION

Please state your name and business address

My name is Timothy J. Coley. My business address is 1110 w. Washington

Suite 220. Phoenix. Arizona 85007

in what capacity and by whom are you employed?

I am a Public Utilities Analyst v employed by the Residential Utility Consumer

Office ("RUCO")

Please state your educational background and qualifications in utility regulation

Appendix 1, attached to my direct testimony, describes my educational

background and includes a list of the rate cases and regulatory matters in which I

have participated

Have you previously testified in rate proceedings before the Arizona Corporation

Commission ("ACC")?

Yes. I have previously presented testimony regarding revenue requirements in

rate case proceedings before the Arizona Corporation Commission (hereafter

referred to as "ACC" or "Commission")

22

23

Q. Are you the same Timothy J. Coley who previously filed direct testimony in this

case?
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Please state the purpose of your surrebuttal testimony in this case

The purpose of my surrebuttal testimony in this case is to present RUCO's

responses and positions to Arizona-American Water Company's, Inc. (hereafter

referred to as "AZ-AM", or "Company" or "Sun City Water") rebuttal testimony

filed on November 30, 2007 for permanent rate increases in the Company's Sun

City Water District

I will also respond to certain Commission Staff ("Staff") adjustments accepted by

the Company in its rebuttal testimony filing

What specific areas will your testimony address?

I will sponsor RUCO's recommended overall revenue requirements, rate base

adjustments, operating income and expense adjustments, a proposed low

income program, other remaining issues, and the rate design pertaining to the

Sun City Water District

17 Are there other RUCO witnesses that will provide testimony and sponsor other

18

20

Q.

areas of this rate proceeding

Yes. Ms. Marylee Diaz Cortez provides testimony on policy related positions that

RUCO maintains regarding the Company's forthcoming proposed fire flow

surcharge. RUCO witness Mr. William A. Rigsby is providing testimony and

sponsoring RUCO's recommended cost of capital and capital structure issues
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1 Please identify the exhibits and schedules that you are sponsoring in this

2

3

4

5

testimony.

The schedules are labeled TJC-1 through TJC-17 respectively. The exhibits that

support my testimony follow immediately after my schedules and are labeled

RUCO Exhibit 1 through RUCO Exhibit 4.

6

7

8

Does your silence on any issues or matters pertaining to the Company's rebuttal

testimony constitute RUCO's acceptance of the Company's position?

9 No.

10

11 SURREBUTTAL REVENUE REQUIREMENTS

12

13

14

15

16

17

18

19

20

21

Please summarize your surrebuttal response to AZ/AM's Sun City Water District

rebuttal testimony and your recommended surrebuttal revenue requirements.

The Sun City Water District's revenue should be increased by no more than

$1,850,205 This recommendation is summarized on Schedule TJC-1. My

recommended original cost rate base is $25,357,295 for Sun City Water District.

This information is shown on Schedule TJC-2, and the detail supporting the

original cost rate base is presented on Schedule TJC-3. The Company had

agreed that its original cost rate base is its fair value rate base and therefore fair

value calculations are not presented. My recommended proposed adjusted

operating income for Sun City Water should be no more than $730,275 as shown

on Schedule TJC-7. The detail supporting my recommended operating income is

A.

Q.

A.

Q.

A.

Q.

presented on Schedule TJC-8
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1 SUMMARY

2 Please summarize what areas your surrebuttai will address in this proceeding.

3 My surrebuttal testimony addresses the following areas:

4

5 Rate Base

6 Rate Base Adjustment #1 Plant and Accumulated Depreciation This

7

8

9

adjustment reflects RUCO's recommended Sun City Water District Utility Plant in

Service ("UPIS") and Accumulated Depreciation balances since the District's last

rate case (Decision No. 67093).

10

For Gross Utility Plant in Service, RUCO's surrebuttal recommendation is

$43,888,309 for Sun City Water

This adjustment changed slightly from that filed in my direct testimony

For Accumulated Depreciation, RUCO's surrebuttal recommendation is

$16,705,898. This equates to a Net Utility Plant in Service of $27,182,411

This adjustment changed slightly from that filed in my direct testimony

Rate Base Adjustment #2 Allowance for Working Capital This adjustment

A.

Q.

calculates cash working capital based on an AZ-AM lead/lag study as applied to

RUCO's recommended level of operating expenses. The adjustment increased
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1 the allowance for working capital by $45,733 from including a cash working

2 capital calculation.

3

4 This adjustment changed slightly from that filed in my direct testimony.

5

6 Operating Income

7

8

9

10

11

Operating Adjustment #1 - Labor Expense - This adjustment adjusts the hourly

pay rate of four employees to TY end rates. The total adjustment reduces Sun

CityWater District's labor expense by $1 ,200 that included an increase of $1 ,047

to labor, $7 to group insurance, $41 to the miscellaneous account, and $105 to

general taxes.

12

13

14

15

All of my operating income adjustments are unchanged from my direct testimony

with the exception of depreciation & amortization expense and income taxes. I

will address those changes in those sections.

16

17

18

Operating Adjustment #2 -_ Remove Eastern Division Allocated Labor Expense

This adjustment removes all Eastern Division allocated labor expense. The total

adjustment reduces Sun City Water District's allocated labor expense by $3,895

The total adjustment reduces labor in the amount of $2,475, group insurance by

$1,010, pensions by $105, the miscellaneous account by $58, and general taxes

by $247
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Operating Adjustment #3 Remove All Other Eastern Division Allocated

Expenses - This adjustment removes all other non-recurring Eastern Division

allocated expenses to Sun City Water District. The total adjustment reduces Sun

City Water District's non-recurring Eastern Division allocated expenses by

$9,764, which either increases or (reduces) the following expense accounts by

the following amounts

Fuel 8¢ Power $ (266)

Insurance Other Than Group

Customer Accounting

Rents

General Office Expense

Miscellaneous

Maintenance

(31)

(5,496)

(3,548)

(298)

(770)Depreciation & Amortization

Total (9,764)

Operatinq Adjustment #4 .- Late Charges on Power Bills - I will not provide an

explanation for this adjustment because the Company accepts it in its rebuttal

testimony
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Operating Adjustment #5 Propertv Tax Expense This adjustment reduces

property tax expense by adjusting three factors: 1) the three years of revenue

used, 2) the tax rate, and 3) the inclusion of net book value of transportation

equipment.

Company's original application request

The property tax expense is reduced by $31,747 from the

This adjustment is higher than my direct testimony due to a correction to test

year revenues

Operating Adjustment #6 - Revenue 8¢ Expense Annualization - This adjustment

annualized revenues and expenses to the number of customers at the end of the

TY. This increases revenues for the additional customer growth on a going

forward basis by $1 ,844

Operating Adjustment #7 - Miscellaneous Expense - This adjustment removes

additional expenses beyond the Company's pro forma adjustment in its rate

application that RUCO finds to be inappropriate in rates by $4,405. l will address

the Company's position regarding this adjustment later in my testimony

Management Achievement Incentive Pav ("AlP")

This adjustment reduces the level of AlP expenses to be borne exclusively by

Operating Adjustment #8

ratepayers and shares the expense more appropriately with the shareholders
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1

2

This adjustment reduces AlP by 30 percent or $32,230 to recognize the benefit

that the shareholders potentially gain in more efficient operations.

3

4

5

6

Operating Adiustment #9 - Rate Case Expense - This adjustment reduces rate

case expense by $18,578. The Company agrees with this adjustment, and

therefore, no further explanation is warranted in RUCO's surrebuttal testimony.

7

8 This

9

Operating Adjustment #10 - Depreciation and Amortization Expense

adjustment reduces depreciation and amortization expense related to RUCO's

10

11

level of recommended utility plant in service ("UPIS") by $18,155. I will discuss

this adjustment in more detail later in my testimony.

12

13 This adjustment changed slightly from that filed in my direct testimony.

t4

15 Operating Adjustment #11 Waste Disposal Expense This adjustment

16

17

18

removes the waste disposal expense of $4,270 that was erroneously reported in

the Company's rate application. No further explanation will be provided in my

testimony because the Company has accepted the adjustment as proposed by

19 RUCO.

20

21

22

Operating Operating Adiustment #12 - Low-Income Program - (Discussed in

Later TJC Testimony)

23
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1 Operating Adjustment #13 Income Tax Expense This adjustment is

2 necessitated by RUCO's recommended level of operating income, which

3 increases income taxes by $39,560.

4

5 This adjustment changed slightly from that filed in my direct testimony.

6

7 Other Remaining Issues

8 Proposed Low-Income Program

9

RUCO generally supports the Low-Income

Program ("LIP") as proposed by the Company witness, Ms. Cindy Datig. I will

10

11

address some issues and possible contingency plans that RUCO would like the

Company to address further later in my surrebuttal testimony.

12

13 This adjustment increases miscellaneous expense by $50,000 to pay for the

14 costs associated with the LIP.

15

16 Fire Flow Surcharge Proposed by the Company - See MDC Testimony

17

18 RATE DESIGN

19

20

Is RUCO filing a new rate design in surrebuttal testimony?

Not at this time. As a result of RUCO's modified position, it will be filing revised

21 rate design schedules prior to the hearing.

22

23

A.

Q.

9



Surrebuttal Testimony of Timothy J. Coley
DOCKET no. WS-01303A-07-0209

1 RATE BASE

2 Rate Base Adjustment #1 - Plant and Accumulated Depreciation

Does RUCO accept the Company's rebuttal position pertaining to Gross Utility

Plant In Service ("GUpls") and accumulated depreciation?

RUCO's surrebuttal GUPlS is a mere $34,947 less than what the Company has

proposed in its rebuttal filing out of a total of $43,923,256 of GUPIS. Other than

that, RUCO has no contention with the Company's rebuttal position taken on the

level of GUPIS recommended in its rebuttal testimony. However, I will address

some of the issues raised in Ms. Linda Gutowski's rebuttal testimony regarding

RUCO's rate base adjustments

What additional response(s) do you have concerning the Company's rebuttal

testimony

On numerous occasions, the Company witness alleges that RUCO made

calculation errors, inappropriate allocations, and a failure to record a plant credit

in an instance. I appreciate Ms. Gutowski's alertness and assertiveness in

pointing out any mistakes that she identifies that may have been made in any

audit. However, her allegations are wrong in almost every instance in this case

For example, in one rate base adjustment, it was claimed that I removed

$228,968 in Plant account 303300 without removing the credits of ($80,838) in

the same account. Quite to the contrary, I did remove the plant credit of

($80,838) from account 303300 in my plant schedules through a series of

reversals in the months as follows

10
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1

2 09/24/04

3 10/22/04

4 11/19/04

5 12/10/04

Account #303300 .-. Land & Land Rights Pumping

($ 24,724.56)

( 309.165)

( 12,208.43)

( 56,442.12)

6 10/6/05 $ 12,846.41

I

I

I

I

I

7 Credit Balance ($ 80,838.27)

8

9 As can be seen in the T-account chart illustrated above, I have achieved the

same result as the Company, only through another method. This can also be

verified in my Depreciation Schedule TJC-15, line 24. My adjustment in Column

B of that schedule is a credit of ($148,130), $ 228,968 - $ 80,838 = $ 148,130

which corresponds to Ms. Gutowkski's rebuttal testimony on page 3, lines 1-4

and Staff's rate base adjustment #4. The Company witness simply erred in her

interpretation of my final adjustment in this situation

To Ms. Gutowski's credit in a few instances, she identified an anomaly in my

Depreciation Schedule TJC-15 and pointed out that I had utilized a wrong plant

value to base an allocation to an account

21

22

Did you make the corrections as noted above by Ms. Gutowski here in your

surrebuttal testimony and schedules?

23 A Yes

Q.

11
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1 What actions were necessary to correct those two errors identified by Ms.

2 Gutowski?

3

4

5

6

To properly correct the two errors that were identified, it was necessary for me to

copy a range of formulae down in my Depreciation Schedule TJC-15 from lines

50 through 60. To correct the second error identified, it was necessary to change

a plant adjustment value from $220,892 to $220,883, a $9 correction.1

7

8

9

What was the overall impact on the revenue requirement after making those two

necessary corrections documented by the Company witness?

10

11

The corrections resulted in a zero overall revenue impact. However, the two

corrections reduced the adjusted rate base by one dollar unfavorably to the

12 Company.

13

14 Q Are there any other allegations of errors and miscalculations on RUCO's behalf

that Ms. Gutowski provided in her rebuttal testimony that you would like to

17 A

respond?

There are a few more allegations I would like to rectify, but to not belabor the

point, I will narrow it to one more clarification. The Company witness alleged that

I utilized an inappropriate allocation factor of 15.269 percent rather than the

appropriate 13.204 percent for plant account 304600

Arizona-American Water Company, Sun City Water District, Docket No. W-01303A-07-0209, Ms. Linda
Gutowski Rebuttal Testimony, page 3, lines 12-14
Arizona-American Water Company, Sun City Water District, Docket No. W-01303A-07-0209, Ms. Linda

Gutowski Rebuttal Testimony, page 3, lines 6-14

A.

A.

Q.

Q.

12
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1 How do you respond to the assertion that you utilized an inappropriate allocation

2 factor?

3

4

5

6

7

I am somewhat perplexed on this assertion because Staff data request 1.15 - aDd

Response gave rise to this adjustment. In that data request, it clearly states that

15.269 percent is the proper allocation factor to be utilized when allocating this

plant to Sun City Water. Then, Ms. Gutowski's rebuttal testimony, as footnoted

below, states, "the appropriate four-factor allocation is percentage of metered

8 customers, 13.204%...as

9

10

11

12

13

14

15

Which of the two allocation factors is the appropriate factor to use in this case?

Although I am puzzled from the two contradictory sources, Staff data request

1.15 .- 2nd Response and Ms. Gutowski's rebuttal testimony cited above, but only

one-factor produces the correct adjustment, 15.269 percent. l initially utilized the

13.204 percent in my direct schedules. That is corrected in my surrebuttal

schedules to 15.269 percent to derive the proper Company rate base adjustment

16 #5 of ($187,155).

17

18

19

20

It is worth noting, after all the alleged errors, miscalculations, and inappropriate

use of allocation factors by RUCO from the Company, RUCO's direct testimony

and the Company's rebuttal testimony for the plant adjustment in question that

relates to Staff data request 1.15 2"° Response varied only $20,422 (RUCO

direct recommended adjustment was $1,122,241 and the Company proposed

rebuttal adjustment was $1 ,101 ,819)

A.

A.

Q.

Q.

13
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1

2

Is RUCO's rate base adjustment #1 equivalent to the Company's rate base

adjustments #1, #2, #3, #4, and #5?

Yes.3

4

5

6

Please explain how your surrebuttal rate base adjustment #1 is the same or

equivalent to the Company's rebuttal rate base adjustments #1, #2, #3,#4, and

#5?7

8

9

My rate base adjustment #1 combines all five of the Company's rate base

adjustments #1, #2, #3, #4, and #5 into my one rate base adjustment #1 .

10

11

12

Why doesn't your rate base adjustment #1 equal the Company's rate base

adjustments #1, #2, #3, #4, and #5'?

13

14

15

16

17

I can reconcile my total gross plant to the Company's total gross plant to within

$21,562. Due to the limited time between when the Company filed its rebuttal

testimony and when I am required to file my surrebuttal testimony (10 days), it is

not prudent to spend an inordinate amount of time tracking an immaterial amount

of $21 ,562.

18

19

20

A.

Q.

A.

Q.

A.

Q.
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1

2

Please reconcile your surrebuttal total gross plant of $43,888,309 to the

Company's proposed rebuttal total gross plant of $43,923,258

3

4 RUCO's Total Gross Plant in Service.

5

..$ 43,888,309

RUCO Removed Eastern Division Allocated Plant.....$ 13,835

6 Total RUCO Gross Plant & Eastern Div. Removed.... 43,901 ,694 *

7

8 Company Rebuttal Total Gross Plant in Service..

Less: RUCO's Reconciliation of Gross Plant Above...

$ 43,923,256

9 43.901 ,694 *

10 Unreconciled Difference of Total Gross Plant.. 21 ,562

11

12

13

14

15

16

17

You mentioned earlier that RUCO's surrebuttal position is not in contention with

the Company's proposed GUPlS. Is that RUCO's final position?

Yes, it is RUCO's surrebuttal position. Even though RUCO's surrebuttal gross

plant is $34,947 less than the Company's, RUCO has ng contention with the

Company's proposed gross plant of $43,923,256 with the exception of the

Company including the Eastern Division Allocated Plant that is now in the

Mohave and Havasu Districts.18

19

20

21

Please explain the Company's response to RUCO's rationale to disallow the

Eastern Division Allocated Plant from Sun City Water's rate base.

22 The Company states, "RUCO's disallowance of the Eastern Division's Plant is

based on the argument that the Eastern Division plant was moved from the

Q.

A.

A.

Q.

Q.

A.

15
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1 Eastern Division to the Mohave business unit after the test year." The Company

later makes a comment that RUCO believes the Eastern Division has been2

3 abolished.

4

5 What is your response to the Company's rebuttal testimony regarding the

6

7

8

9

10

Eastern Division plant allocation?

To respond to the first rebuttal testimony quote above, the Company is correct in

its statement that RUCO disallowed the Eastern Division allocated plant based

on a non-recurring and/or not occurring on an on-going basis to the Sun City

Water District after the test-year.

11

12 Did RUCO ask a data request concerning the Eastern Division allocated

13

14

corporate plant?

Yes. In RUCO data request 2.06, attached as RUCO Exhibit 1, I inquired why

the previous Sun Cities Wastewater cases using a test-year-end December 9

2005 did not have any Eastern Division allocations to its districts. I also asked

Please provide the districts to which receive the allocations

19 What was the Company's response to the questions poised in RUCO data

20

21 A

request 2.06?

The Company responded by saying that the Eastern Division did not exist in the

Sun Cities Wastewater cases 2005 test-year.

organized in 2006 and was moved from the Eastern Division business unit to

The Eastern Division was

A.

Q.

A.

Q.

Q.

16
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1 strictly the Mohave business unit in 2007. The Company added, "Therefore,

there is no longer an Eastern Division plant to be allocated after the end of the

test year

From that response, RUCO deemed the Eastern Division allocation as non

recurring on a going forward basis after the end of the test year for any AZ-AM

district other than Mohave and Havasu Districts. Sun City Water has its own

direct level of management and two more levels of corporate expertise in addition

to the parent Company in New Jersey that charges Sun Ci ty through

management fees. That is four levels of management for most all of AZ-AM

districts in Arizona. Sun City Water has many resources to draw upon here in

Phoenix rather than another level of corporate some 250 miles away.

Eastern Division costs are more appropriately borne by the Mohave and Havasu

Districts. which have nexus to the new location of the Eastern Division

The

to Q

18 A

What adjustment is necessary to disallow the Eastern Division non-recurring

plant allocations for Sun City Water?

An adjustment to reduce both Sun City Water's gross plant and accumulated

depreciation balances by $13,835 and $3,542 respectively is necessary

17
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1 Rate Base Adjustment #2 - Working Capital

2 What was the Company's rebuttal response to RUCO's working capital

adjustment?

The Company's primary argument to RUCO's cash working capital adjustment is

based on the following reasons as stated below

To properly calculate cash working capital, a comprehensive
lead/lag study is required. The time and expense associated with
performing a comprehensive lead/lag study was a significant factor
in Arizona-American's decision to forego requesting an allowance
for cash working capital

How do you respond to the Company's rebuttal response?

Since the recent Mohave and Paradise Valley rate cases, the Company

responds in the same manner each time. The Company makes it sound like

each and every rate application that AZ-AM files with the Commission a separate

lead/lag study would be required in each case. That is not true. One lead/lag

study would be sufficient to utilize across all AZ-AM's districts in Arizona. The

Company already has lead/lag studies for both Mohave and Paradise Valley

Districts. Both of those districts are owned, operated, and managed by AZ-AM

There would be little to no variance of the lead/lags from one district to the next

which l will address further later. The Commission has approved both Mohave

and Paradise Valley lead/lag analysis in those cases before the Commission

Either study is appropriate for any AZ-AM district with minor modifications

Q.
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1 What do you mean there would be little to no variance of the lead/lag analysis

from one AZ-AM district to another AZ-AM district?

I addressed this in general terms in my direct testimony but will be more specific

here in my surrebuttal. Let's refer to the Mohave District lead/lag analysis that I

utilized in this case in my direct testimony. I will address each lead/lag expense

line item in chronological order and concentrate on any or no variance on the

number of possible lead/lag days in each expense account

1. Labor Expense Zero variance in lead/lag days for all AZ-AM districts

because payroll is disbursed from an AZ-AM central location

2. Purchased Water - A potential for a variance in the lead/lag days is highly

possible in this account. However, the calculation to obtain the exact lead/lag

days in each case would be simple and efficient. The only data required is

the twelve or fewer test-year bills

3. Fuel & Power - Little to no variance for this account. APS and SRP serve

most all districts. Again, the twelve bills for each meter is all the data

required. An analysis of one meter per provider over the test-year would

provide accurate results

4. Chemicals .- Potential for small variance. Again, the test-year bills are all the

data needed to obtain accurate lead/lag results

5. Waste Disposal Potential for small variance. Again, the test-year bills are all

the data needed to obtain accurate lead/lag results

6. Management Fees - Zero variance in lead/lag days for all AZ-AM districts

because management fees are billed from an AZ-AM central location

Q.

19



*

Surrebuttal Testimony of Timothy J. Coley
DOCKET no. WS-01303A-07-0209

1 7. Group Insurance

2

Zero variance in lead/lag days for all AZ-AM districts

because group insurance is paid from an AZ-AM central location.

3

4

5

6

8. Pensions - Zero variance in lead/lag days for all AZ-AM districts because

pensions are paid from an AZ-AM central location.

9. Insurance Other Than Group - Zero variance in lead/lag days for all AZ-AM

districts because these benefits are paid from an AZ-AM central location.

7

8

9

10

11

12

13

14

15

16

17

10.Customer Accounting - Zero variance in lead/lag days for all AZ-AM districts

because customer accounting is performed at an AZ-AM central location.

11.Rents - Potential for small variance. Again, the test-year bills are all the data

needed to obtain accurate leadllag results.

12. Depreciation 81 Amortization .- Not Applicable, not a cash expense item.

13.0ther Operating Expenses ...- This account would vary by vendor and would

require the most effort in obtaining the lead/lag days, although most all

vendors have a specific billing policy. One sample test-year bill from each

vendor would yield more accurate results than what the Company utilized in

its Mohave analysis. In the current lead/lag analysis, the Company used 30

days. Most lead/lag studies that I have analyzed result in a number of days

closer to 45 days rather than the 30 days utilized in the Mohave analysis

14.Taxes Other Than Income Zero variance not only across AZ-AM districts

but nation wide. Same taxing authority

15.Property Taxes - Zero variance across AZ-AM districts.

authority

Same taxing

r.
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1 16.State Income Taxes - Zero variance across AZ-AM districts. Same taxing

2

3

authority.

17.Federal Income Taxes - Zero variance not only across AZ-AM districts but

4 nation wide. Same taxing authority.

5 18.lnterest - Some variance but a very simple calculation made in a timely

6 manner.

7

8

9

Why would AZ-AM file a lead/lag study in the Mohave and Paradise Valley cases

but chose not to do so in Sun Cities Wastewater and here in the Sun City Water

10 case?

11

12

13

14

The Company gave its reasons as I cited earlier in my testimony. However,

normally, a class A regulated utility lead/lag study results in a negative cash

working capital disallowance. Both Mohave and Paradise Valley lead/lag studies

resulted in a negative cash working capital disallowance, which can reduce rate

15 base.

16

17

18

Generally, the Commission requests that a class A utility file a lead/lag study as

opposed to the formula method some smaller utilities employ.

19

20 If the Commission were to adopt RUCO's cash working capital calculation in the

21 instant case, what adjustment is necessary?

22 It would be necessary to increase the Company's working capital by $45,733,

which, in effect, increases rate base by the same amount

Q.

A.

Q.

A.

21
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1 OPERATING INCOME

2 Operating Adjustment #1 - Labor

3 Q. How did the Company respond to RUCO's operating adjustment #1 labor

4

5

6

7

expense adjustment that corrected four employees hourly pay rates?

The Company alleges that RUCO disallowed promotions during the test-year for

four employees resulting in a decrease to labor expense and used the hourly rate

at the middle of the test-year.

8

9

10

11

How does RUCO respond to the Company's allegations that you failed to

recognize four individual promotions and used middle of the test-year hourly pay

rates?

12

13

Company witness, Ms. Gutowski, and I had a phone conversation regarding this

adjustment. I identified by name to her the four individual employees that she

14 and I had a discrepancy in hourly pay rates. We reviewed the same

15

16

spreadsheets (Company work papers provided in support of its rate application)

as we spoke. I identified two different worksheets that substantiated the hourly

t7 pay rates utilized by RUCO in making the labor adjustment.

18

19

20

21 A

What two worksheets did you identify to Ms. Gutowski that substantiated the

hourly pay rate that RUCO used in making the labor adjustment? .

In the work sheet tabbed 2006 Labor.xls in the Labor folder, I pointed out to Ms

Gutowski that all of the four employees hourly pay rates that RUCO used in its

adjustment were obtained directly from that worksheet (See RUCO Exhibit 2

A.

Q.

A.

Q.

22
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1 pages 1-4). The second worksheet I directed Ms. Gutowski to was tabbed Pivot

3 - Dec '06 Hrly. Rate.xls., attached as RUCO Exhibit 3, that also supports the

hourly pay rate that I used in making the adjustment

5 What was Ms. Gutowski's response after you pointed out your sources for your

6 adjustment?

7 A In general, she responded that she thought those four individuals received pay

raises in the test-year. However, neither source document that I had directed

Ms. Gutowski to supported any evidence that those individuals had in fact

received an increase in hourly pay rates, as shown in RUCO Exhibit 2 and 3

To both of our surprise, the last payroll entry for one of the four employees hourly

pay rates in question was in August 2006 (RUCO Exhibit 2). It was the last

known hourly pay rate for that particular individual. I assume that is why she

replied in her rebuttal testimony that RUCO used the hourly pay rate at the

middle of the test-year. it was the latest test-year hourly rate listed and is

supported by RUCO Exhibit 3 too

At the close of our conversation, I told Ms. Gutowski if she would provide me

some supporting documentation that those individuals received pay raises in the

test-year that I would consider the information

Q.
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1

2

3

4

Did the Company provide any information to RUCO that substantiated any

promotions and hourly pay rate increases?

No. At the time of writing this surrebuttai testimony, I am preparing a data

request that again requests that information.

5

6

7

8

g

10

11

12

13

14

In analyzing the Company's original rate application labor adjustment, why do

you believe RUCO and the Company had the exact same hourly pay rate for 184

employees but differed only on four employees?

The Company witness claims she obtained all payroll information from a 2006

download (See Gutowski rebuttal testimony page 5, lines 13-14) from AZ-AM's

parent office in New Jersey. That is the same source I derived my hourly pay

rates, with excerpts shown in RUCO Exhibit 2. Nowhere in that 2006 download

of approximately 58,000 lines does it show any of the four employees in question

here earn the hourly pay rate utilized by the Company.

15

The only work sheet I identified in my analysis where the Company could have

obtained the hourly pay rates it used, as opposed to the amount used by RUCO

was a work sheet tabbed "current salaries." However, if the Company used the

current salaries for the source of the hourly pay rates for the four employees, it

would be inconsistent with Ms. Gutowski's direct testimony

A.

Q.

A.

Q.
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1 Why do you think it would be inconsistent with the Company's direct testimony if

Ms. Gutowski utilized the work sheet tabbed "current salaries"?2

3

4

5

6

7

In Ms. Gutowski's direct testimony on page 5, lines t6-17, the Company states,

"These hours are recomputed using the latest known wages as of the end of the

test year." The work sheet tabbed current salaries must be at some time post-

test-year because the 2006 download work sheet does not support the test-year

hourly pay rates used by the Company for those four employees.

8

9

10

11

12

13

14

15

16

What adjustment is necessary to reflect RUCO's hourly pay rate adjustment that

is supported in both RUCO Exhibit 2 and 3?

Labor expense adjustments affect more than the labor expense account alone.

A labor adjustment will affect the payroll benefits and tax accounts also. To

properly reflect RUCO operating adjustment #1, it is necessary to reduce labor

expense by $1,047, reduce group insurance by $7, reduce miscellaneous

expense by $41, and reduce general taxes by $105 for a total adjustment of

$1,200.

17

18 Operating Adjustment #2 - Remove Eastern Division Allocated Labor

19

20

i t

Q. What was RUCO's operating adjustment #2'?

RUCO operating adjustment #2 removes Eastern Division allocated labor

expense based on the reasoning for RUCO rate base adjustment #1 and

22

A.

Q.

A.

Q.

A.

supported by RUCO Exhibit 1
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1

2

What adjustment is necessary to reflect RUCO's disallowance of the Eastern

Division labor expense allocation found to be non-recurring on a going forward

3 basis?

4 This adjustment also affects several accounts. It is necessary to reduce the

5

6

following allocated labor & payroll benefits expense:

1. Labor Expense.. .$ 2,475

7 1,010

1058

2. Group Insurance Expense..

3. Pension Expense..

9 4. Miscellaneous Expense.. 58

10 5. General Tax Expense.. 247

11 Total Adjustment.. ..$ 3,895

12

13

14

Operating Adjustment #3 - Remove All Other Eastern Division Allocated

Expenses

15

16

What was RUCO's operating adjustment #3'?

RUCO operating adjustment #3 removes all other Eastern Division allocated

expenses based on the reasoning gave in RUCO rate base adjustment #1 and

supported by RUCO Exhibit 1

Q.

A.

A.

Q.
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1

2

What adjustment is necessary to reflect RUCC)'s disallowance of all other

Eastern Division allocated expenses found to be non-recurring on a going

3 forward basis?

This adjustment also affects several accounts. it is necessary to increase or

(reduce) the following allocated expenses for a total adjustment of (359,764)

a. Fuel&Power $ (266)

b. Insurance Other Than Group Expense

c. Customer Accounting Expense 12

d. Rent Expense

e. General Office Expense

f. Miscellaneous Expense

(31)

(5,496)

(3,548)

(298)

(770)

$ (9,764)

g, Maintenance Expense

h. Depreciation 8< Amortization Expense

Total Adjustment

16 Operating Adjustment #4 - Late Charge on Power Bill

Did the Company accept RUCO's removal of a late charge on a power bill?

20 Operating Adjustment #5 - Property Taxes

How did the Company respond to RUCO's property tax expense adjustment?

The Company's response to RUCO's property tax expense adjustment #5 was

as follows

Q.
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1

2

RUCO's calculation uses three historical years, including the
unadjusted test year of 2006 which has 385 days. This flaw in
RUCO's calculation resulted in property tax expense of $274,073
higher than even Staffs Present Rate property tax expense from
the use of 2005 and 2006 revenues, both of which are higher than
the test year adjusted revenue. This is a very odd result for
proposed rate property tax and Arizona-American rejects RUCO's
method and results

10 Q

11 A

Do you agree with Ms. Gutowski's response to RUCO's property tax calculation?

I agree with Ms. Gutowski that I did not remove the additional 20 days of revenue

she identified in my 2006 gross revenue figure. This has been corrected and is

reflected in my Surrebuttal Schedule TJC-11. As for the Company's response

above, I do not know what is meant by the statement, "This is a very odd result

for proposed rate property tax

17 Q

18 A

What is RUCO's revised adjustment for property tax expense?

RUCO's revised surrebuttal adjustment reduces property tax expense by

$31 ,747

21 Operating Adjustment #B - Revenue Annualization

22

23

Q Please address the Company's response to RUCO's revenue annualization

The revenue annualization adjustment was not calculated by RUCO but rather a

calculation made by the Company pursuant to a RUCO data request issued

A

because the Company's application did not include a revenue annualization. In

rebuttal testimony, the Company stated if the Commission believes the Company

28
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1 should have made a customer revenue annualization adjustment, it must also

2 allow AZ-AM the additional expense to generate the additional revenue.

3

4 Did the Company provide an expense annualization in its rebuttal testimony?

5 Yes.

6

7

8

Do you agree with the Company's expense annualization provided in its rebuttal

testimony?

9 No.

10

11

12

13

Why don't you agree with the Company's expense annualization provided in its

rebuttal testimony?

It produces results that do not make sense and contains a calculation error.

14

15 Q Please explain how the Company's expense annualization calculation does not

make sense and identify the calculation error

17 A First, I will identify the calculation error. The Company's expense annualization

calculation identifies four variable costs that the Company claims to total $2,649

annually for the 30 additional customers placed on the system at test-year-end

(See RUCO Exhibit 4 attached). The Company calculated the additional

expense annualization for the additional 30 customers that the Company

identified in its revenue annualization to RUCO's data request 4.2 as follows

A.

Q.

A.

Q.

A.

Q.
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1. Fuel & Power Expense

2. Transmission & Distribution Expense

$ 2,041

3. Customer Accounting Expense

4. Postage Expense

The total of the four variable costs identified by the Company above do not equal

$2,649 of additional costs that the Company claims that the 30 additional

customers place on the system. Actually, the four variable costs total $2,349

rather than $2,649, a difference of $300

With the addition calculation corrected, the Company's expense annualization

still doesn't make sense

Please explain why you believe the Company's expense annualization doesn't

make sense?

With or without the calculation error, the Company's expense annualization is

flawed and produces a result that leads one to believe that it costs more to serve

30 additional customers than is generated in additional revenues

Company's response to RUCO data request 4.2 identified an additional $1 ,844 in

revenue due to the revenue annualization for 30 additional test-year customers

Now, in the Company's rebuttal expense annualization calculation, the Company

claims that it costs $2,649 to serve those same 30 additional customers. In

30
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1

2

essence, the Company is saying that to generate another $1,844 in revenue it

would cost the Company $2,649.

3

4

5

6

Are there some accounting documents that you could refer that would

substantiate your belief that it does not cost more to serve an additional customer

than the additional customer generates in revenue?

7 Yes. The Company's Schedule E-2 summarizes three-years, 2004, 2005, and

8

9

10

2006, of income statements. Every one of those years shows positive operating

incomes, which substantiates the Company's operation activities are profitable

(hence, operating revenues are greater than operating expenses).

11

12

13

Does RUCO offer an alternative expense annualization in its surrebuttal

testimony that results in a more practical expense annualization?

14 Yes. If the Commission were to adopt an expense annualization calculation,

15 RUCO recommends an expense annualization of $1,034 for the four variable

16 costs as follows:

17 .$ 726

18

1. Fuel & Power Expense..................................

2. Transmission & Distribution Expense.. 93

19 3. Customer Accounting Expense.. 135

A.

Q.

Q.

A.

4. Postage Expense
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1 How does your expense annualization differ from the Company's'?

2

3

4

5

6

7

8

It differs in one respect. In calculating the fuel 81 power expense, my calculation

uses the average consumption of the 5/8 X 3/4 inch meter customers because

that is where the majority of the customer growth occurs. The Company utilized

a calculation that assumes that all customers use an average of 23,239 gallons

per month. The customer growth occurred at the residential 5/8 X 3/4 inch meter

classification whose average use is 8,269 gallons per month, not 23,239 gallons.

RUCO accepted the Company's other three variable costs in the expense

9 annualization calculation.

10

11

12

13

What adjustment would be necessary if the Commission adopted RUCO's direct

testimony revenue annualization, and what adjustment would be necessary to

adopt RUCO's expense annualization?

14

15

16

17

18

It would be necessary to increase revenues by $1,844 if the Commission

adopted RUCO's direct testimony adjustment, and it would be necessary to

increase expenses by $1,034 for a net adjustment of $810 if the Commission

adopted RUCO's expense annuaiization as described here in my surrebuttal

testimony.

19

20

21

22

A.

Q.

Q.

A.
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1 Operating Adjustment #7 - Miscellaneous Expense

2 Q. What was the Company's response to RUCO's adjustment #7 Miscellaneous

3

4

5

6

7

Expense?

The Company's rebuttal testimony varied slightly from its rebuttal schedules

regarding RUCO's adjustment to miscellaneous expense. The Company stated

that, 'We disagree with the disallowance for meals and would add back $184 to

RUCO's disallowance of $4,405.

8

9

10

11

The Company never makes the $184

adjustment back to RUCO's adjustment that disallows $4,405. If the Company

makes that adjustment in its rejoinder testimony, RUCO will agree with the

Company's adjustment to add back $184 to RUCO's $4,405 miscellaneous

expense adjustment for a net adjustment of $4,221 .

12

13 Operating Adjustment #8 - Achievement Incentive Pay ("AlP")

14

15

16

Q. How did the Company respond to RUCO's AlP adjustment?

The Company's responded that the case precedent cited in the last Paradise

Valley Water District Commission Decision No. 68858 does not apply to Sun City

17 Water. The Company also said that, unlike Paradise Valley, Sun City Water

18 adjusted test-year resulted in a net loss for that district.

19

20

21

22

23

How do you respond to the Company?

I believe the Sun City Water District will be operating profitably on a going

forward basis after the close of this rate case. The Company can come in for

another rate case whenever it sees its profitability eroding. Therefore, RUCO

A.

A.

A.

Q.
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1

2

3

4

5

believes Sun City Water's allocated AlP costs should be shared 70/30 between

the ratepayers and shareholders as was decided in Decision No. 68858 because

both share a gain in the Company's management efforts. Furthermore, if the

Company does not control its costs in order to remain profitable, ratepayers

should not have to reward its employees with payroll bonuses such as the Alp.

6

7

8

9

10

What adjustment did RUCO make to share the AlP costs on a more equitable

terms rather than burdening the ratepayers with 100 percent of the cost when

both ratepayers and shareholders stand to gain in positive management efforts?

RUCO reduced management fees that totaled $1,386,158 by $32,230 to more

11

12

adequately share this expense 70/30 between the ratepayers and shareholders

who both gain in more efficient operations.

13

14 Operating Adjustment #9 - Rate Case Expense

15 Q. Does the Company accept RUCO's rate case expense adjustment to reduce it by

16 $18,578?

17 Yes.

18

19

20

21

22

23

34

A.

Q.

A.
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1 Operating Adjustment #10 - Depreciation 8¢ Amortization Expense

2

3

4

5

6

Q. What was the Company's response to RUCO's depreciation and amortization

expense adjustment that was $12,265 less than the Company's depreciation

expense calculation?

The Company ci ted some differences in i ts proposed depreciation and

amortization expense and RUCO's depreciation adjustment as follows:

7

8

9

1. The Company claims that the majority of the difference between

RUCO's direct testimony and the Company's rebuttal depreciation

expense is attributable to RUCO's double al location of the

10 amortization of the Y2K costs.

2. The Company asserts that $655,877 of $1,491,737 of regulatory

assets were al located to Sun City Water, which included a

depreciation study, Y2K costs, and L/T effluent to be amortized at

2.83 percent.

3. The Company maintains that RUCO is trying to allocate the portion

of Sun City Water's Y2K allocated costs, $665,877, attributed to

Sun City Water in Decision No. 67093 and reallocated that amount

to all the districts via the 4-factor allocator.

4. The Company disagrees with RUCO's disallowance of the Eastern

Division allocated plant in calculating depreciation expense.

5. The Company claims that RUCO removed too much money from

account 304600 - Structures & Improvements Offices, for the office

renovation.

A.
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1

2

3

4

5

The Company pointed out that I did not include my rate base

adjustment #3 of $19,085 in my Plant Schedule balances that

ultimately transfers to my Depreciation Schedule TJC-15.

7. The Company states, "RUCO's Schedule TJC-15 has a strange

difference between column (A) and column (B) for accounts 341100

6 a nd  346300.

7

8

9

10

11

8. The Company's final disagreement with RUCO's Depreciation

Expense Schedule TJC-15 was that "it would appear RUCO

reduced depreciation expense for the amortization of the

Youngtown Plant twice, once on line 62 of Schedule TJC-15 and

again 7 lines later on the same schedule."

12

13

14

15

16

Do you agree with Ms. Gutowski's eight assertions you cited above?

I disagree with approximately half of them and made the necessary corrections to

the others where appropriate. I corrected number 5 above in my surrebuttal rate

base adjustments, and the adjustment now correctly flows through to my

17 Depreciation Schedule TJC-15, line 31. In Ms. Gutowski's claim regarding

18

19

20

number 7, this correction was also made in my surrebuttal schedules. That

correction was discussed in my surrebuttal rate base testimony, but it does not

change RUCO's recommended level of GUPIS, as it's only cosmetic.

21

22

A.

Q.

6.
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Please address each of the eight claims Ms. Gutowski discusses in her rebuttal

testimony that provides your surrebuttal position?

1. I completely agree with the Company's claims regarding the Y2K costs

and double allocation. I was lead to believe in the recent Sun City

Wastewater case that the Y2K costs totaled $145,771 for all districts

rather than only Sun City Water's allocation. I was also unaware of the

depreciation study and L/T effluent being lumped together into one

deferred asset amount. This correction has been made in my surrebuttal

testimony and schedules

2. The adjustment I made in number 1 above also corrects the issues identified

in number 2

3. I agree with Ms. Gutowski that my accounting for the Y2K costs would take

Sun City Water's allocation and would reallocate that allocation to all districts

Again, number 1 above describes my misunderstanding of the Y2K costs

from the recent Sun City Wastewater case and the corrections l've made

4. I do not agree with the Company regarding the Eastern Division allocated

plant. This is the majority of the difference between RUCO and the Company

concerning plant and depreciation expense balances, and RUCO continues to

support the removal of these non-recurring costs

37
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5. l agree that I removed $4,560 too much from account 304600 - Structure 8.

Improvements Offices. I have also corrected that in my surrebuttal rate base

testimony and schedules.

6. I agree that I did not include my rate base adjustment #3 in my plant

schedules to be carried forward to the Depreciation Schedule TJC-15.

7. I agree that I did not copy a formula down from line 50 to 60. However, that

had no affect on my recommended level of GUPIS and was merely cosmetic.

8. I do not agree that that Youngtown Plant amortization was reduced twice from

RUCO's depreciation expense as recommended. As Ms. Gutowski said, "it

would appear RUCO reduced depreciation expense twice..." The formula in

the cell (Column E, line 75) where I remove any Contributions in Aid of

Construction ("ClAC") depreciation expense titled "Total Depreciation

Expense Per RUCO" at the bottom of the page adds a negative to a negative

creating a positive $4,202, when netted to the ($4,202) negative balance on

line 62 of Schedule TJC-15 nets to zero. This is correct because there should

be zero impact on depreciation expense for CIAC.

38
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1

2

What surrebuttal adjustment to depreciation expense does RUCO recommend

after making the noted corrections?

3 RUCO's surrebuttal adjustment to depreciation expense reduces depreciation by

4 $18,155. Taking the Eastern Division allocated plant and accumulated

5

6

depreciation disallowance into account, this reconciles to within $14,613 of the

Company's requested annual depreciation expense.

7

8 Operating Adjustment #11 - Waste Disposal Expense

9

10

Q. Did the Company accept RUCO's waste disposal expense adjustment that was

inaccurately recorded in that account?

11 Yes.

12

13 Operating Adjustment #12 - Low-Income Program (Discussed in Later TJC

14 Testimony)

15

16 Operating Adjustment #13 - Income Tax Expense

17

18

19

20

Q. Did the Company respond in its rebuttal testimony to RUCO's income tax

expense adjustment?

No response is necessary since that adjustment is a function of RUCO's

recommended level of operating income.

A.

Q.

A.

A.
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Surrebuttal Testimony of Timothy J. Coley
DOCKET no. WS-01303A-07-0209

1 OTHER REMAINING ISSUES

2 Low-Income Program

3

4

5

6

7

8

How did the Company respond to RUCO's direct testimony suggestion that AZ-

AM should submit a detailed Low-Income Program ("LIP") as part of its rebuttal

testimony for all interveners to review and evaluate?

In i ts rebuttal test imony, the Company provided a detai led explanat ion of  i ts

proposed LIP program. AZ-AM has successfully contracted with a third party,

Dollar Energy, to administer this program.

9

10

11

Did AZ-AM's LIP witness, Ms. Dat ig,  design a program that met RUCO's four

criteria set out in your direct testimony?

12

13

14

15

16

The proposed program appears to satisfy the four criteria set forth in my direct

testimony. However, due to the short turn-around t ime of when the Company's

rebuttal testimony was f i led and when surrebuttal testimony is due to be f i led,

RUCO has not had the opportunity to conduct a cost analysis study to determine

if all customer classh7cations would be contributing equitably to the LIP proposed

17 by AZ-AM. RUCO would l ike to reserve the opportuni ty to conduct  a cost

18

19

analysis study and provide our f inal posit ion concerning the LIP prior to the

hearing.

20

RUCO's Four Criteria for a Successful Low-Income Program: 1) Program properly targets the
appropriate set of customers, 2) creates material benefits for qualifying participants, 3) is not overly
burdensome on non-participants of the program, and 4) is efficiently administered.

3

A.

Q.

A.

Q.
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Surrebuttal Testimony of Timothy J. Coley
DOCKET no. WS-01303A-07-0209

1

2

Other than the opportunity for RUCO to conduct a later cost analysis study, were

there other areas of the LIP that caused some concern on RUCO's behalf?

3

4

As I stated earlier in my surrebuttal testimony, RUCO generally supports the LIP

as proposed by the Company witness, Ms. Datig. RUCO would like to see some

5

6

reassurances/contingency plans from the Company regarding possible levels of

For two extreme examples, if themedium

7

8

9

participation, low - - high.

participation rate is so low that the administration costs exceed the benefits, or if

the participation rate is so high that many qualifying participants are not able to

participate in the program because of the cap of 1,000 qualifying participants.

10

11

12

Did RUCO make the appropriate adjustment to account for the Company's

estimated expense of $50,000 to fund the program?

13 Yes. RUCO made operating income adjustment #12 to make the Company

14 whole for the LIP costs.

15

16 Does that conclude your surrebuttal testimony at this time?

17 Yes, it does.

18

A.

Q.

A.

Q.

A.

Q.
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RUCO Exhibit 1

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN cm( WATER DISTRICT
WS-01303A-07-0209

Response provided by:

Title:

Sheryl Hubbard

Senior Rate Analyst

Address: 19820 N. 7th Street, Suite 201
Phoenix, AZ 85024

Company Response Number: RUCO 2.06

Plant and Accumulated Depreciation - Please explain why there is an Eastern
Division allocation of plant in Sun CityWater district because there is no Eastern
Division Corporate plant allocations in Sun Cities Wastewater recent rate
application. Explain where the Eastern Division is located, if in Arizona, please
define the Eastern Division service territory and services they provide. Please
confirm if the Eastern Division is allocated plant. If it is allocated, please provide
the districts to which receive the allocations.

Arizona-American began segregating the Arizona Corporate investment among
the Central Division districts and a recently-established Eastern Division in 2006.
The wastewater case test year was 2005, before the reorganization into these
two Divisions. This process is still in progress and Arizona-American has been
determined that these investments are more fairly allocated among all Arizona
entities and accordingly, the allocation factors used in this proceeding are the
same as the factor to allocate the Arizona Corporate investments.

What was called Eastern Division plant was moved from the Eastern Division
business unit to strictly the Mohave business unit in 2007. Therefore, there is no
longer an Easter Division plant to be allocated after the end of the test year.

1



RUCO Exhibit 2 - page 1 of 4

E Employee name
Bostic. Satin C.

1 Pay Description I Pay Cati Pay Category l Hours [ Hriy Rate{ Amount I  W ork Date 1
Vacation Vacation 8.00 16.000 128.00 11/03/06

Period End
11/05/06

1



RUCO Exhibit 2 - page 2 of 4

I Employee Name
Gill. Thomas M.

I Pay IJescnlption | Pay Cati Pay Categoryl Hours IHoly Rate|
Regular Regular 8.00 23.600

Amount I Work Date l period End |
188.80 08/13/06 08/13/06



RUCO Exhibit 2 - page 3 of 4

I Employee Name
Gunderson, Christopher L.

I Pay Descript£ionI Pay Catl Pay Categoryl Hours E Holy Rate I Amount l Work Date I Period End |
Regular Regular 0.60 29.856 17.91 07/02/06 07/02/06



RUCO Exhibit 2 - page 4 of 4

I pagfcaff
R

/"
;| Hay aunt .., J#

334.43
Wark=Dat6§93§ p9l?i3¢l¢Efg3

08/27/06 08/27/06Williarns, Thomas w.

•

Pay;:
Regular

1pa§i;'Catégury I
Regular

Hollers
8 .00

Am



Latest Hourly Rate
Employee Name Pay Catego Total
Bostic, Satin C. Regular $16000
Gill, Thomas M. Regular 823.600
Gunderson, Christopher L. Regular $29.856
Williams, Thomas W. Regular $41 .798

r 4

RUCO Exhibit 3
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1,850,205 I| $$ 2,244,777

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
REVENUE REQUIREMENTS

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-1
SURREBUTTAL TESTIMONY

REVENUE REQUIREMENTS

LINE
n o . DESCRIPTION

(A)
COMPANY

REQUESTED

(B)
RUCO

RECOMMENDED

1 ADJUSTED RATE BASE $ $

2 ADJUSTED OPERATING INCOME

25,961,898

693,412

2.67%

25,357,295

730,275

2.88%

4

3 CURRENT RATE OF RETURN (L2 / LI)

REQUIRED RATE OF RETURN 7.98% 7.36%

5 REQUIRED OPERATING INCOME (L4 * LI )

6 OPERATING INCOME DEFICIENCY (L5 - L2)

7 GROSS REVENUE CONVERSION FACTOR

2,071,759

1,378,347

1 .6286

1,866,297

1,136,022

1.6287

8 GROSS REVENUE INCREASE

9 CURRENT REVENUES T/Y ADJUSTED 7,688,479

9,933,256

29.20%

10 PROPOSED ANNUAL REVENUE (L8 + LE)

11 PERCENTAGE AVERAGE INCREASE

7,690,323

9,540,528

24.06%

REFERENCES:
COLUMN (A): COMPANY SCHEDULE A-1
COLUMN (B): SCHEDULE TJC-1, PG. 2, TJC-2, TJC-7 AND TJC-17
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER za, 2006
SUN CITY WATER DISTRICT
OPERATING ADJ. #1 . TOTAL UTILITY PLANT IN SERVICE (UPIS)
AND ACCUMULATED DEPRECIATION

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-4
SURREBU1TAL TESTIMONY

Total Sun Citv Water UPIS:

Line
No. Description Amount

1
2
3

Sun City Water Direct Plant Per Company
Sun City Water Direct Plant Per RUCO
RUCO's Direct Plant Adjustment

$44,512,311
43,389,380
(1 ,122,931 )

4
5
6

Sun City Water AZ-Corporate Allocated Plant Per Company
Sun City Water AZ-Corporate Allocated Plant Per RUCO
RUCO's AZ-Corporate Allocated Plant Adjustment

414,338
414,338

0

7
8
9

Sun City Water Central Division Allocated Plant Per Company
Sun City Water Central Division Allocated Plant Per RUCO
RUCO's Central Division Allocated Plant Adjustment

84,591
84,591

0

10
11
12

13,835Sun City Water Eastern Division Allocated Plant Per Company
Sun City Water Eastern Division Allocated Plant Per RUCO
RUCO's Easter Division Allocated Plant Adjustment (13,835)

13
14
15

Total Sun City Water Gross UPIS Per Company
Total Sun City Water Gross UPIS Per RUCO
Total RUCO Gross UPlS Adjustment

45,025,075
43,888,309

$ (1,136,766)

Total Sun City Water Accumulated Depreciation:

18
17
18

Sun City Water Direct Plant Accumulated Depreciation Per Company
Sun City Water Direct Plant Accumulated Depreciation Per RUCO
RUCO's Direct Plant Accumulated Depreciation Adjustment

$16,887,027
16,430,140

(456,887)

19
20
21

Sun City Water AZ-Corporate Allocated Plant Accumulated Depreciation Per Company
Sun City Water AZ-Corporate Allocated Plant Accumulated Depreciation Per RUCO
RUCO's AZ-Corporate Allocated Plant Accumulated Depreciation Adjustment

272,212
245,685
(26,527)

22
23
24

Sun City Water Central Division Allocated Plant Accumulated Depreciation Per Company
Sun City Water Central Division Allocated Plant Accumulated Depreciation Per RUCO
RUCO's Central Division Allocated Plant Accumulated Depreciation Adjustment

29,547
30,073

526

25
26
27

Sun City Water Eastern Division Allocated Plant Accumulated Depreciation Per Company
Sun City Water Eastern Division Allocated Plant Accumulated Depreciation Per RUCO
RUCO's Eastern Division Allocated Plant Accumulated Depreciation Adjustment

3,542

(3,542)

28
29
30

Total Sun City Water Accumulated Depreciation Per Company
Total Sun City Water Accumulated Depreciation Per RUCO
Total RUCO Accumulated Depreciation Adjustment

17,192,328
16,705,898

$ (486,430)

31 RUCO's Sun City Water Plant Adjustment - Net of Accumulated Depreciation $ (650,33é§I

Supporting Schedules:
\TJC-4(a)Schedules\Pages1-5\DirectPiant\AZ-CorpPlant\CentraIDivisionplanI\
Regarding RUCO's Eastern Div, treatment see Company response to RUCO DR 2.06

l
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 200s
SUN CITY WATER DISTRICT
RATE BASE ADJ. #3 - WORKING CAPITAL ADJUSTMENT
WORKING CAPITAL ADJUSTMENT SUMMARY

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-5
PAGE 1 OF 7
SURREBUTTAL TESTIMONY

LINE
no. DESCRIPTION AMOUNT

1
2
3

$Cash Working Capital per Company
Cash Working Capital per RUCO
RUCO Adjustment

45,733
45,733

4
5
6

Materials & Supplies Inventories per Company
Materials & Supplies Inventories per RUCO
RUCO Adjustment

$ 254,674
254,674

7
8
9

Prepayments per Company
Prepayments per RUCO
RUCO Adjustment

$ 54,726
54,726

10 Total Working Capital Adjustment $ 45,733 I

REFERENCES :
Lines 1, 4, and 7: Company Schedule B-5, Page 1
Line 2: See RUCO Schedule TJC-5, Page 2 of 7
Line 10: Line 3 + Line 6 + Line 9

I
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2008
SUN CITY WATER DISTRICT
RATE BASE ADJ. #3 . WORKING CAPITAL ADJUSTMENT
LEADILAG CALCULATION

DOCKET no. WS-01303A»07-0209
SCHEDULE TJC-5
PAGE 2 OF 7
SURREBUTTAL TESTIMONY

(A) (8) (C) (D) (E)

LINE
n o . DESCRIPTION

EXPENSES
PER

COMPANY
RUCO

ADJUSTMENTS

RUCO
ADJUSTED
EXPENSES

RUCO
(LEAD)/LAG

DAYS
RUCO

$ DAYS

1 LABOR $ 1,137,093 $ (3,521) 1,133,572 * 12.00 $ 13,602,860

2 PURCHASED WATER * 0.00

3 FUEL&POW ER 1 ,573,296 (GOO) 1 ,572,696 * 32.42 50,988,840

4 CHEMICALS 49,041 49,041 * 28.47 1,395,991

5 WASTE DISPOSAL 4,270 * 30.00

6 MANAGEMENT FEES 1,386,158 1 ,353,928 *

7 GROUP INSURANCE 276,821 275,803 *

8 PENSIONS 51 ,046 50,941

(3.88)

(4.64)

45.00

(5,253,242)

(1 ,280,969)

2,292,338

g INSURANCE OTHER THAN GROUP

(4,270)

(32,230)

(1 ,018)

(105)

634 52,221 45.00

10 CUSTOMER ACCOUNTING

51 ,587

165,878 12 165,890 * 7.46

2,349,942

1 ,237,653

11 RENTS 19,442 (31) 19,411 *

12 DEPRECIATION & AMORTIZATION 1 ,287,646 N/A *

(10.68)

0.00

(207,343)

N/A

13 OTHER OPERATING EXPENSES 631,161 36,153 667,314 * 30.00 20,019,414

14 TAXES OTHER THAN INCOME 100,225 99,873 * 15.65 1,563,123

15 PROPERTY TAXES 297,758 266,01 1 * 212.50 56,527,296

16 STATE INCOME TAXES

(352)

(31 ,747)

136,101 120,512 * 62.65 7,550,058

17 FEDERAL INCOME TAXES 617,642 546,876 37.50

18 INTEREST

(15,589)

(70,765)

830,781 * 106.84

19 TOTAL OPERATING EXPENSES 5 7,775,848 $

(26,067)

590,600

804,714

$ 7,178,802

20,507,856

85,974,829

$ 257,268,647

20 EXPENSE LAG 35.84

21 REVENUE LAG 38.16

22 NET LAG

23 CASH WORKING CAPITAL

REFERENCES
Col, A, Line 23 = Cash Working Capital Allowance = (Col. D, Line 19 1365) X Col. E, Line 22
Col. B = RUCO's Expense Adjustments on TJC-8
Col. C : Col. A + Col. B + Col. C
Col. D = Company's and RUCO's Calculated Expense Lead and Lag Days from Study
Col. E : Col. C x Col. D
Col. D. Line 20 = Col. E. Line 19 / Col. C. Line 19
Col. D, Line 21 = Company's Revenue Lead/Lag Calculation on Page 3
Col. D. Line 22 = Col. D, Line 21 - Col. D, Line 20

NOTE
N/A : NON CASH CHARGES EXCLUDED FROM CASH WORKING CAPITAL LEAD/LAG STUDY CALCULATION

RUCO RECOMMENDED LEVEL OF CASH WORKXNG CAPITAL EXPENSES
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2008
SUN CITY WATER DISTRICT
OPERATING INCOME . TEST YEAR AND RUCO PROPOSED

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-7
SURREBUTTAL TESTIMONY

(A) (B) (D) (E)

LINE
no . DESCRIPTION

COMPANY
TEST YEAR

AS FILED

RUCO
TEST YEAR

ADJUSTMENTS

(C)
RUCO

TEST YEAR
AS

ADJUSTED

RUCO
PROPOSED
CHANGES

RUCO
RECOMMENDED

REVENUES. WATER-

1 WATER REVENUES s 7,578,436

110,043

$ 1 ,844 $ 7,580,280

110,043

$ 1 ,850,205 $ 9,430,485

110,0432 OTHER REVENUES

3 MISCELLANEOUS REVENUES

4 TOTAL REVENUES $ 7,688,479 $ 1 ,844 $ 7,690,323 $ 1 ,850,205 s 9,540,528

5
OPERATING EXPENSES:

LABOR $ 1 ,137/093 $ (3,521 ) s 1,133,572 s $ 1,133,572

6

7

PURCHASED WATER

FUEL & POWER (600)

8

1 ,572,696

49,041

1 ,572,696

49,041

9

10

11

t2

13

CHEMICALS

WASTE DISPOSAL

MANAGEMENT FEES

GROUP INSURANCE

PENSIONS

REGULATORY EXPENSE

(4,270)

(32,230)

(1,018)

(105)

(18,578)

63414

1 ,573,296

49,041

4,270

1 ,38B,158

276,821

51 ,046

50,000

51 ,587

165.878

1 ,353,928

275,803

50,941

31,422

52,221

165.89015

INSURANCE OTHER THAN GROUP

CUSTOMER ACCOUNTING

1 ,353,928

275,803

50,941

31,422

52,221

165.890

LG RENTS 19.442 19*411 19.411

17 GENERAL OFFICE EXPENSE 97.290

(31)

(5,496)

41 .947

91 .794 91 794

18 MISCELLANEOUS 360.734 402.681 402.681

19 MAINTENANCE EXPENSE 173.137 172.839 172.839

20 DEPRECIATION a. AMORTIZATION 1287.646 1 .268.721 1268.721

21 100.225 99.873 99.873

22 297.758

(298)

(18,925)

(352)

(31 ,747)

39.560

266.011 266.011

23

TAXES OTHER THAN INCOME

PROPERTY TAXES

INCOME TAX 714.183 667.388

7.674.23124 TOTAL OPERATING EXPENSES

NET INCOME25

(88,355)

$ 6,995,057

693,412

$

$

(35,019)

36,863

(46,795)

$ 6,960,048

$ 730,275

$

$

714,183

1,136,022

$

$ 1 .866297

REFERENCES
COLUMN (A): CO SCH. C-1
COLUMN (B); SCH. TJC-8
COLUMN (c): coLumn (A) + coLulv(n (B)
COLUMN (D): SCH. TJC-1, PAGE 1 OF 2
COLUMN (E): COLUMN (C) + coLumn (D)
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l $ (31,747)l
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ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
OPERATING ADJ. #6 . PRIMARY PROPERTY TAX EXPENSE

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-11
SURREBU1TAL TESTIMONY

LINE
no. DESCRIPTION AMOUNT

$

REFERENCE

1
2
3

REVENUES - 2004
REVENUES . 2005
REVENUES - 2006

7,480,971
7,884,260
7,688,479

COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-t
COMPANY SCHEDULE C-2 REBUTTAL

4 TOTAL $ 23,053,710 sum LINES 1, 2, & 3

5

6

7

3 YEAR AVERAGE
MULTIPLIER FOR REVENUES (2 x LAST 3 YRS. AVERAGE REVENUE)
REVENUES FOR FULL CASH VALUE

$ 7,684,570
x 2

$ 15,369,140

LINE 4/3 YEARS
ADOR VALUATION FACTOR
LINE 5 X 2 (MULTIPLIER FOR REVENUES)

8

g

10

11

12

13

14

15

ADD: 10% OF CWIP BALANCE

LESS: NET BOOK VALUE OF VEHICLES

FULL CASH VALUE

ASSESSMENT RATIO

ASSESSED VALUE

PROPERTY TAX RATE

PROPERTY TAXES PAYABLE PER RUCO

PROPERTY TAXES PER COMPANY

s 20,865

181 ,994

$ 15,208.011

23.5%

$ 3,573,883

7.4432%

266,011

297,758

$

COMPANY TRIAL BALANCE

CORRECTED COMPANY C-2 SCHEDULE

LINE 7 + LINE 8 MINUS LINE 9

PER HOUSE BILL 2779

LINE 10 X LINE 11

PER TAX BILLS

LINE 12 X LINE 13

PER COMPANY

16 RUCO ADJUSTMENT LINE 14 MINUS LINE 15

Workpapers & Supporting DocumerNs:
RUCO Workpapers\Coley Workpapers\Proper1yTaxRate-RUCO

lm lm l l l I III 1111-
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ARIZQNA.AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, zoos
SUN CITY WATER DISTRICT
OPERATING ADJ. #10 . DEPRECIATION AND AMORTIZATION EXPENSE

DOCKET no. W$-01303A-D7-0209
SCHEDULE TJc-15
SURREBUTTAL TESTIMONY

(A)
ACTUAL

TE ST YEAR
BALANCE

PER COMPANY

(8) (C) (D)

LINE
no.

ACCT.
no. PLANT ACCOUNT NAME

RUCO
ADJUSTMENTS

RUCO
ADJUSTED
BALANCE

COMPONENT
DEPRECIATION

RATES

(E)
RUCO

RECOMMENDED
DEPRECIATiON

EXPENSE

4,691 s (4,691) s $

2,7ao (1) 2,779 129

2z_012
121.377
44,127

200,454
4.097

(210)
(127)

22.012
121,377

43,917
200,327

4.097

3,126
4.904
6.978

75,543
1,545

71,514
2.769

714614
2,769

20,088
100

7.318
z2.175

ago
2,164

7,a1a
22.175

7.586
1,765

(7,586)
(1 ,219) 546 43

o
0
0

(148,130)

0
(0)
o

(187,166)
o
o

(427,725)
(0)
0
o

*

(19,594)
(319,215)

0

471
2,a51

1BD.023
156,588
10483
2.125

7B7273
456.858
128.815
28,604

280489
1,328,185

314
3,021 ,357

146,519
8,713,399

36,032
140,654
396,541

1,802,578
777,906

12,547,934
1,713259

79,891
5,572.172
3.17B,281

534.504
2,175,095

(1)
(0)

19,682
7,630
2.118

572
3,395

22,181
8

65,360
6,476

296732
1,802
7,047

15,075
24,777
11 ,902

191,983
26,213

1,222
138,190
79,775
15,925
43,500(91)

(0)

471
2.851

180,023
8.456

10,493
2,125

787,273
456858
126,814
25604
73,323

1,328,185
314

2,593,662
146,518

6,713,399
36,032

140,654
376,947

1,483,663
777,906

12,547,934
1,713,259

79,591
5,572,171
3,178,281

634,504
2,175,004

(0)
5Z3

596,432
307,123
649,527
23,777
z1,o2z

252,900
9,560

103,965
221,454
155.577

(1)
0

(400)

303600
304510
304600
304800
304620
340100
340200
340300
340330
340500
341100
343000
344000
345000
345100
346200
345300
347000
380400
393000
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304800
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

Land & Land Riggs AG
Sirud & Imp AG Cap Lease
Strut! & Imp Offices
$\rud & Imp Misc
Strut & Imp Leasehold
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Comp Software Other
Other Office Equipment
Trans Equip Ll Duty Trks
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equxpmenl
Comm Equip Non»Telephone
Comm Equip Telephone
Comm Equip Other
Misc Equipment
WW TD Equip Aux EM Tan
WW Tool Shop & Garage Equip
Organization
Franchises
Land 8. Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
Struct 8. Imp SS
Struct & Imp P
Struct 8. Imp WT
Strict & Imp TD
Strict 8 Imp Oitices
Struct G. Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Nor»-Media
Dist Reservoirs S. Standpipe
TD Mains Not Classified by Size
TD Mains min 8 Less
TD Mains Bin to Bin
TD Mains ODin to 15in
Services
Meters
Meter Installations
Hydrants
Dthber P/E Intangible
Other PIE TD
Office Fumhure & Equip
Comp & Perish Equip
Trans Equip Lt Day Trks
Trans Equip Hvy Duty Tris
Stores Equipmern
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(1)
(1)
(0)
0
o

400

523
596,431
301, 123
649,528

23,777
21_021

252.899
9.560

103,967
221,454
155.975

0.00%
5.53%
4.63%
4.63%

14.zo%
4.04%

15.89%
37.71%
37.71%

7.13%
2B.05%

3.61%
3.71%
4.64%
9.76%
9.76%
7.91%
5.10%
5.00%
4.74%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.50%
1.67%
1.67%
2.00%
4.63%
1.G7%
2.50%
2.52%
4.42%
4.42%
5.00%
5.01%
4.00%
1.67%
1.53%
1.53%
1.53%
1.53%
2.48%
2.51%
251°/1
2.00%
0.00%
2.00%
459%
4.59%

25.00%
25.00%

3.91%
4.02%
3.71%
5.20%

10.30%
4.93%

10
27,376
14,097

162,382
5,944

adz
10,569

355
5.406

22,810
5.183

1
2
3
4
5
s
7
e
g
10
11
12
13
14
15
i s
11
l a
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
35
37
CB
39
40
41
42
43
44
45
46
47
CB
49
50
51
52
53
54
55
56
57
as
59
G0
S1
SO Less: Youngstown Plant (127,455) (21 ,01Z) (148,497) 2.83% (4,202)

BE
65

TOTAL PLANT IN SERVICE s 45,025,075 s (1_136,769) $43,588,309 1.354.481

68
Amortization of Y2k Costs at 2.83% (AZ Corp. 4 Factor)
Amortization of Deferred Debit - Fire Flow Study @ 3.06%

18.573
5.915

Less: Amortization of Contributions
Amortization of imputed Regulatory CIAC
Amortization of Youngstown Plant CIAC

972
112708

(4,202)

Total Depredaliun Expense Per RUCO 1269491

Total Depreciation Expense Per Company

79 RUCO Adjustment

1.287.646

(18,155)l

REFERENCE
COLUMN (A):
COLUMN (B):
COLUMN (C):
COLUMN (D):
COLUMN (E):
LINE 24 COL
LINE 34. CCL

S
COMPANY SCHEDULE E-5 PAGE Z OF 3
coLumn (c) - coLumn (A)
RUCO SCHEDULE TJC»4, PAGE 4
COMPANY SCHEDULE GZ, W/P C2-15b, PAGE 2 OF 4
coLumn to) x coLumn (D)
UMN L. IS LESS RUCO RATE BASE ADJ. ¢4z
UMN L. IS LESS RUCO RATE BASE ADJ. #3



$ 39,560

kg r

ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 29, 2006
SUN CITY WATER DISTRICT
OPERATING ADJ. #16 - INCOME TAXES

DOCKET no. WS-01303A-07-0209
SCHEDULE TJC-16
SURREBUTTAL TESTIMONY

LINE
n o . DESCRIPTION AMOUNT REFERENCE

1
FEDERAL INCOME TAXES:
OPERATING INCOME BEFORE INCOME TAXES $ 683,480 SCH. TJC-7

2
3

LESS:
ARIZONA STATE TAX
INTEREST EXPENSE

LINE 11
NOTE (a)

4 FEDERAL TAXABLE INCOME LINE 1 - LINES 2 &3

5 FEDERAL INCOME TAX RATE TAX RATE

6 FEDERAL INCOME TAX EXPENSE

(8,448)
804,714

$ (112,786)

34.00%

(38,347)$ LINE 4 X L|NE 5

7
STATE INCOME TAXES:
OPERATING INCOME BEFORE INCOME TAXES $ 683,480 LINE 1

LESSz
8 INTEREST EXPENSE NOTE (A)

UNE7-UNE 89

10 TAX RATE

11 $ LINE g X LINE 10

COMPANY SCH. C-1, PG. 312

13

STATE TAXABLE INCOME

STATE TAX RATE

STATE INCOME TAX EXPENSE

TOTAL INCOME TAX PER RUCO

INCOME TAXES PER COMPANY FILING

804,714

$ (121 ,234)

6.968%

(8,448)

(46,795)

(86,355) LINE 13 -LINE 14

14 RUCO INCOME TAX ADJUSTMENT

NOTE (a):
INTEREST SYNCHRONIZATION

ADJUSTED RATE BASE
WEIGHTED COST OF DEBT

$ 25,357,295
3.17%

$ 804,714

llll1_l_
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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

Please describe your qualifications in the field of utilities regulatioriand

your educational background

I have been involved with utility regulation in Arizona since 1994. During

this period of time l have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO

I hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. I have been

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix i, which

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

A.

Q.

been involved with
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1 What is the purpose of your testimony?

2 The purpose of my testimony is to present recommendations that are

3 based on my analysis of Arizona American Water Company's ("Arizona-

4 American" or "Company") application for a permanent rate increase

5 ("Application") for the Company's Sun City Water District ("Sun City

District"). Arizona-American filed the Application with the ACC on July 28,

2006. The Company has chosen the operating period ended December

29, 2006 for the test year in this proceeding.

10 Briefly describe Arizona-American.

11 A. In addition 'to the Sun City District, Arizona~American operates ten other

'12 water and wastewater systems in Arizona. The Company is a subsidiary

13 of American Water, which is based in Voorhees, New Jersey. According

14 to information contained on American Water"s website' American Water

15 provides water and wastewater service to customers in nineteen other

16 states (including California, Hawaii and New Mexico in the western U.S.)

17 and three Canadian provinces. American Water is owned by Thames

18 Water Aqua Holdings GmbH ("Thames GmbH"), which in turn is owned by

19 RWE AG, a large multinational utility holding company headquartered in

A.

Q.

Q.

Essen, Germany. At the present time RWE AG is in the process of



Direct Testimony of William A. Rigsby
Docket No. W-01303A-07-0209

1 divesting American Weterz. The divestiture has been approved by the

2 ACCT and will involve the merger of another RWE AG subsidiary, Thames

3 Water Aqua U.S. Holdings, into American Waters. Upon completion of the

4 merger, Thames GmbH will offer 100 percent of the common stock of the

5 new American Water entity through an initial public: offering ("IPO").

6 Shares of American Water's common stock will be sold to the investing

public during the IPO. After the IPO'is completed, the same shares of

American Water will be traded daily, l ike any other publicly traded

c:ompany's shares of common stock, on a yet-to-be-announced U.S. stock

10 exchange.

11

12

13

14

2 In a press release dated November 4, 2005, RWE AG announced its intentions to divest both
of its water business segments, which include Thames Water in the UK and American Water in
North America. RWE stated that it had made the decision because it believes it can make better
use of its core strengths by concentrating on the converging European electricity and gas
markets. RWE also stated that limited synergies between its North American and UK water
businesses and its European energy business were a major factor in the decision. RWE AG
further stated that its aim is to temporarily increase its dividend payout ratio on completion of
each transaction and to reduce debt. In a second press release dated March 24, 2006, RWE
stated that American Water would be offered either through an initial public offering ("IPO") or by
selling American Water to a group of financial investors. RWE went on to state that "the sales
process is expected to be initiated shortly through filings for approval with certain state public
utility commissions. The IPO will require filing of a registration statement with the U.S. Securities
and Exchange Commission ("SEC"). The transaction will also be subject to the approval of the
RWE AG Supervisory Board. The target is to complete the transaction during 2007." The Acc
approved the divestiture for RWE's Arizona-American Water Company subsidiary in Decision No
69344, dated February 20, 2007

Decision No. 69344, dated February 20, 2007

American Water needs approval from other state commissions as well as the ACC

77

3
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1 Please explain your role in RUCO's analysis of Arizona-American's

2 Application.

3 I reviewed Arizona-American's Applications and performed a cost of

4 capital analysis to determine a fair rate of return on the Company's

5 invested capital. In addition to my recommended capital structure, my

6 direct testimony will present my recommended costs of common equity

and my recommended  ̀cost of debt (the Company has no preferred stock),

The recommendations .. contained in this testimony are based on

information obtained from Company responses to data requests, the

10 Company's Applications and from market-based research that I conducted

11 during my analysis.

12

13 Is this your first case involving Arizona-American?

14 No. In addition to the Sun City District I have also testified, as a witness

15 for RUCO, on cost of capital issues in rate case proceedings for Arizona-

16 American's Sun City and Sun City West Wastewater Districtss. I also

17 appeared as a witness in rate case proceedings that involved the

18 Company's Anthem/Agua Fria Water and Wastewater Districts6, as well as

Arizona-American's Mohave' and Paradise Valley Districts°. I also

Docket No. WS-01303A-06-0491

A.

Q.

A.

Q.

Docket No. WS-01303A-06-0403

Docket NO, W-01303A-06-0_14

Docket No. W-01303A-05-0405 et al
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1 recommended, as a Senior Rate Analyst on the ACC Staff, that the

2 Commission reauthorize a revolving line of credit for the Paradise Valley

3 Water Districts. In addition to the rate increase and financing proceedings

4 cited above, I have also prepared testimony in cases that involved a

5 request for an arsenic cost recovery surcharge for Arizona-American's

6 Paradise Va||ey District, and a request for an increase in hook-up fees,

7 which wiiIffund the Construction of a surface water treatment facility (i;e.

8 the White Tanks Plant), for the Company's Agua Fria Districts

9

10 Were you also responsible for conducting an analysis on the Company's

11 proposed revenue level, rate base and rate design?

12 No. RUCO witness Timothy J. Coley handled those aspects of the

13 Company's Application and Marylee Diaz Cortez, CPA, RUCO's Chief of

14 Accounting and Rates, supports RUCO's position regarding the

15 Company's requested fire flow surcharge.

16

17 Q What areas wiH you address in your testimony

18 A I will address the cost of capital issues associated with the case

20 Q Please identify the exhibits that you are sponsoring

21 A I am sponsoring Schedules WAR-1 through WAR-9

A.

Q.

Docket No. W-01335A-00-0327

Docket No. W-01303A-05-0718
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1 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

2

3

4

5

6

10

11

12

13

Briefly summarize how your cost of capital testimony is organized.

My cost of capital testimony is organized into seven sections. First, the

introduction I have just presented and second, the summary of my

testimony that I am about to give. Third, I will present the findings of my

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this third section I will also provide a brief overview of the

current economic climate that Arizona-American is operating in. Fourth, I

will discuss my recommended cost of debt. Fifth, I will compare my

recommended capital structure with the Company-proposed capital

structure. Sixth, I will explain my weighted cost of capital recommendation

and seventh, I wil l comment on Arizona-American's cost of capital

testimony. Schedules WAR-1 through WAR-9 will provide support for my

A.

Q.

cost of capital analysis
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1 Please summarize the recommendations and adjustments that you will

2

3

address in your testimony.

Based on the results of my analysis of Arizona-American, I am making the

4 following recommendations:

5

6 Cost of Equitv Capital - I am recommending a 10.02 percent cost of equity

capital. This 10.02 percent figure is based on the results that I obtained in

8

10

my cost of equity analysis, which employed both the DCF and CAPM

methodologies and includes an upward adjustment of 50 basis points,

which takes the Company's leveraged capital structure into consideration.

11

12 Cost of Debt - I am recommending a 5.37 percent cost of debt. This is

13 based on my review of the costs associated with Arizona-American's

14 various long-term notes and payment in l ieu of revenue ("PILR")

15 agreements.

16

17 Capital Structure I am recommending that the Company-proposed

capital structure, which is comprised of approximately Gt percent debt and

39 percent common equity, be adopted by the Commission

Cost of Capital Based on the results of my recommended capital

A.

Q.

structure, cost of common equity, and debt analyses, I am recommending

a 7.16 percent cost of capital for Arizona-American. This figure represents
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1 the weighted cost of my recommended cost of common equity and my

recommended cost of debt.2

3

4 Why do you believe that your recommended 7.16 percent cost of capital is

5

6

7

an appropriate rate of return for Arizona-American to earn on its invested

capital?

The 7.16 percent cost of capital figure that I have recommended meets

the criteria established in the landmark Supreme Court cases of Bluefield

Water Works 8¢ Improvement Co. v. Public Service Commission of West

10

11 Simply stated, these two

12

13

14

15

16

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Companv (320 U.S. 391, 1944).

cases affirmed that a public utility that is efficiently and economically

managed is entitled to a return on investment that instills confidence in its

financial soundness, allows the utility to attract capital, and also allows the

utility to perform its duty to provide service to ratepayers. The rate of

return adopted for the utility should also be comparable to a return that

investors would expect to receive from investments with similar risk

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

A.

Q.

belief that, in the long run, a company that cannot meet its debt obligations

and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers
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1

2

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

3

4

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow is for a utility to be provided

5 with the opportunity to earn a reasonable rate of return on its investment.

6

8

That is to say that a utility, such as Arizona-American, is provided with the

opportunity to earn an appropriate rate of return if the Company's

management 'exercises good judgment'and manages its assets arid

resources in a manner that is both prudent and economically efficient.

10

11 COST OF EQUITY CAPITAL

12

13

What is your recommended cost of equity capital for Arizona-American?

Based on the results of my DCF and CAPM analyses, which ranged from

14 8.02 percent to 11.48 percent, I am recommending a 10.02 percent cost of

15 equity capital for Arizona-American. My recommended 10.02 percent

16

17

18

7

A.

Q.

A.

Q.

figure represents a 9.52 percent average of the results of my DCF and

CAPM analyses, which utilized a sample of publicly traded water providers

and a sample of publicly traded natural gas local distribution companies

("LDC"), plus an additional 50 basis point upward adjustment which takes

the Company's debt leveraged capital structure into consideration
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1 Discounted Cash Flow (DCF) Method

2

3

Please explain the DCF method that you used to estimate Arizona-

American's cost of equity capital.

4

5

6

7

10

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (Le.

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined bathe

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash

11 flows back to their present value is often referred to as the investor's cost

12

13

14

15

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

16 investing public. In order to raise capital, through the sale of common

17

18

to

20

21

22

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

A.

Q.

10
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1

2

stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

3

4 k=(D1+P0)+g

5 where; k

6

II '0

the required return (cost of equity, equity

capitalization rate),

the dividend yield of a given share of stock

calculated by dividing the expected dividend by

the current market price of the given share of

10 stock, and

11 g the expected rate of future dividend growth.

12

13

14

This formula is the basis for the standard growth valuation model that I

used to determine Arizona-American's cost of equity capital. It is similar to

15 one of the models used by the Company.

16

17

18

In determining the rate of future dividend growth for Arizona-American,

what assumptions did you make?

19

20

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

21

22

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

23 the traditional DCF model's basic underlying assumption that a company's

A.

Q.

11
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1 earnings, dividends, book value and share growth all increase at the same

2 constant rate of growth into infinity. Given these assumptions, if the

3 dividend payout ratio remains constant, so does the earnings retention

4 ratio (the percentage of earnings that are retained by the company as

5 opposed to being paid out in dividends) This being the case, a

6 company's dividend growth can be measured by multiplying its retention

7 ratio (t - dividend payout ratio) by its book return on equity. This can be

stated as g : b x r.

10 Would you please provide an example that will illustrate the relationship

11 that earnings, the dividend payout ratio and book value have with dividend

12 growth?

13 A RUCO consultant Stephen Hill illustrated this relationship in a Citizens

Utilities Company 1993 rate case by using a hypothetical utility

Book Value

Table I

Year 3

$10.82

10%

Year 4

$11 .25

10%

Year 5

$11 .70

10%

Growth

4.00%

N/A

Year 2

$10.40

10%

$1 .04

0.60

$1 .082 $1.125 $1.170 4.00%

Equity Return

Earnings/sh.

Payout Ratio

Dividend/sh

0.60 0.60 0.60 N/A

Year 1

$10.00

10%

$1 .00

0.60

$0.60 $0.624 $0.649 $0.675 $0.702 4.00%

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p. 25

Q.

12

a
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1

2

3

4

5

Table I of Mr. HilTs illustration presents data for a five-year period on his

hypothetical utility. In Year 1, the utility had a common equity or book

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

Year 1. Because forty percent (1 0.60 payout ratio) of the utility"s

earnings are retained as opposed to being paid out to investors, book

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I

10 presents the results of this continuing scenario over the remaining five-

11 year period.

12

13

14

The results displayed in Table l demonstrate that under "steady-state" (Le.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

to rate, as discussed earlier, is a function of (1) the internally generated

16

17

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

18 dividend growth rate, expressed as g b x r, is also referred to as the

19 internal or sustainable growth rate.

20

21

22

23

13

7

r*
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1 If earnings and dividends both grow at the same rate as book value,

2 shouldn't that rate be the sole factor in determining the DCF growth rate?

3 No. Possible changes in the expected rate of return on either common

4 equity or the dividend payout ratio make earnings and dividend growth by

5 themselves unreliable. This can be seen in the continuation of Mr. Hill's

6 illustration on a hypothetical utility.

Year s

$12.158

_Growth

5.00%

10,67%

16.20%

Table ll

Year 3

$10.82

15%

$1 .623

Yea[_4

$11 .47

15%

$1 .720

15%

$1 .824

0.60 N/A

9

10

11

12

13

14

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/Sh

Years Year_;

$10.00 $10.40

10% 10%

$1 .of $1 .04

0.60 0.60

$0.60 $0.624

0.60

$0.974

0.60

$1 .032 $1 .094 16.20%

15

16 In the example displayed in Table II, a sustainable growth rate of four

17 percent12 exists in Year 1 and Year 2 (as in the prior example). In Year 3,

18 Year 4 and Year 5, however, the sustainable growth rate increases to six

19 percent.13 If the hypothetical utility in Mr. Hill's illustration were expected

to earn a fifteen-percent return on common equity on a continuing basis

then a six percent long-term rate of growth would be reasonable

However, the compound growth rates for earnings and dividends

[ (Year 2 Earnings/sh - Year 1 Earnings/Sh ) + Year 1 Earnings/Sh ] = [ ( $1.04 - $1 .00 )
$1.00 ] = I $0.04 + $1.00 ] = 4.00%

I ( 1 _ Payout Ratio ) X Rate of Return 1 = [ ( 1 - 0.60 ) X 15.00% ] : 0.40 x 15.00% :5.00.941

7

A.

Q.

14
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1 If this rate were to be

2

displayed in the last column, are 16.20 percent.

used in the DCF model, the utility's return on common equity would be

3 expected to increase by fifty percent every five years, [(15 percent 10

4

5

6

percent) - 1]. This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. HilTs hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world .to have a dividend payout ratio that exceeds one hundred

percent on occasion, it would be unrealistic to expect the practice to

10 continue over a sustained long-term period of time.

11

12

13

14

Other than the retention of internally generated funds, as illustrated in Mr.

Hill's hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

15 company?

16 The  be s t

17

18

19

Yes, a company can raise new equity capital externally.

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with utilities that are either in the process of acquiring smaller

20 systems or providing service to rapidly growing areas.

21

22

23

Q.

A.

15
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1 How does external equity financing influence the growth expectations held

2

3

4

5

6

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators allow~ utilities the opportunity to earn a

reasonable rate of return on rate base," an investor would take into

base).

consideration the effect that a change in book value would have on the

10 rate of return that he or she would expect the utility to earn. If an investor

11 believes that a utility's book value (Le. the utility's earning base) will

12 increase, then he or she would expect the return on the utility's common

to

14

15

stock to increase. If this positive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

16

17

18

19

Please provide an example of how external financing affects a utility's

book value of equity.

As l explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

previously, the utility's book value per share will increase in value. This

would increase both the earnings base of the utility and the earnings

A.

Q.

A.

Q.

16
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1 expectations of investors. However, if new shares sold at a price below

2 the pre-sale book value per share, the after-sale book value per share

3 declines in value. If this downward trend continues over time, investors

4 might view this as a decline in the utility's sustainable growth rate and will

5 have lower expectations regarding growth. Using this same logic, if a new

6 stock issue sells at a price per share that is the same as the pre-sale book

7 value per share, there would be no impact on either the utility's earnings

base or investor expectations

10 Please explain how the external component of the DCF growth rate is

11 determined.

12 In his book, The Cost of Capital to a Public Utility,'4 Dr. Gordon (the

13 individual responsible for the development of the DCF or constant growth

14 model) identified a growth rate that includes both expected internal and

15 external financing components. The mathematical expression for Dr.

16 Gordon's growth rate is as follows:

17

to Q=(bf)+(sv)

19 where: g DCF expected growth rate,

20 b the earnings retention ratio,

21 r the return on common equity,

22 S the fraction of new common stock sold that

14 Gordon, M.J., The Cost of Capital to a public Utility, East Lansing, Ml: Michigan State
University, 1974, pp, 30-33.

A.

Q.

17
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1 accrues to a current shareholder, and

2 v funds raised from the sale of stock as a fraction

3 of existing equity.

4 and v 1-[(l3v)+(MP)]

5 where: BV book value per share of common stock, and

6 MP the market price per share of common stock.

7

8 Did you* include the effect of external equity financing on long-term growth' *' .

9 rate expectations in your analysis of expected dividend growth for the DEF ,

10 model?

11 Yes. The external growth rate estimate (sv) is displayed on Page 1»of

12 Schedule WAR-4, where it is added to the internal growth rate estimate

13 (Br) toarrive at a final sustainable growth rate estimate.

14

15 Please explain why your calculation of external growth on page 2 of

16 Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

the equation [(M + B) + 1] + 2

18 A The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation)

As a result of this situation, I used [(M + B) + 1] + 2 as opposed to the

current market-to-book ratio by itself to represent investors expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0

A.

Q.

to
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1 Has the Commission ever adopted a cost of capital estimate that included

2 this assumption?

3 Yes. In the most recent Southwest Gas Corporation rate oase'5, the

4 Commission adopted the recommendations of ACC Staff's cost of capital

5 witness, Stephen Hill, who I noted earlier in my testimony. in that case,

6 Mr, Hill used the same methods that I have used in arriving at the inputs

7 for the DCF model. His final recommendation for SOuthwest Gas

Corporation"was largely based on the results of his DCF~'aha1ysi's, which

incorporated the same valid market-to-book ratio assumption that I have

10 used consistently in the DCF model as a cost of capital witness for RUCO.

11

12 How did you develop your dividend growth rate estimate?

13 I analyzed data~ on two separate proxy groups. A water company proxy

14 group comprised of four publicly traded water companies and a natural

15 gas proxy group consisting of ten natural gas local distribution companies

("LDC") which have similar operating characteristics to water providers

18 Why did you use a proxy group methodology as opposed to a direct

19 analysis of Arizona-American?

20 A One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with Arizona-American itself. Although shares of Arizona

Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

Q.

A.

Q.

Q.
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1

2

3

4

5

6

7

American's holding company, RWE AG of Germany, are traded in the U.S.

in the form of American depository receipts or ADR's (ticker symbol

RWEOY in the case of RWE AG), there is no financial data available on

dividends paid on publicly held shares of American Water, Arizona-

American or the Company's Sun City/Sun City West Districts water and

wastewater operations. Consequently it was necessary to create a proxy

by analyzing publicly traded water companies and LDC's with similar risk

characteristics.

10 Q

11 A

Are there any other advantages to the use of a proxy

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope

decision that a ut i l i ty is ent i t led to earn a rate of return that is

commensurate with the returns on investments of other firms with

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate

19 What criteria did you use in selecting the companies that make up your

20

21 A

water company proxy for Arizona-American?

Three of the water companies used in the proxy are publicly traded on the

New York Stock Exchange ("NYSE"), and one of them, Southwest Water

Company is traded over the counter through the National Association of

Q.

20
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1

2

3

4

5

Securities Dealers Automated Quotation System ("NASDAQ"). All four

water companies are followed by The Value Line Investment Survev

("Value Line") and are the same companies that comprise Value Line's

large capitalization Water Utility Industry segment of the U.S. economy

(Attachment A contains Value Line's July 27, 2007 update of the water

6 utility industry and evaluations of the four water companies used in my

proxy).

10

11

12

13

What companies comprise your water company proxy group?

My water company proxy group includes American States Water

Company (stock ticker symbol "AWR"), Aqua America, Inc. ("WTR"),

formerly known as Philadelphia Suburban Corporation, California Water

Service Group ("C\NT") and Southwest Water Company ("SWWC").

Each of these water companies face the same types of risk that Arizona

For the sake of brevity, I will refer to each of theseAmerican faces.

companies by their appropriate stock ticker symbols henceforth

18 Briefly describe the areas served by the companies in your water

19

20 A

company sample proxy

In addition to providing water service to residents of Fountain Hills

Arizona, through its wholly owned subsidiary Chaparral City Water

Company, AWR serves communities located in Los Angeles, Orange and

San Bernardino counties in California. CV\/T provides service to

7

A.

Q.

Q.
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1 customers in seventy-five communities in California, New Mexico and

2 Washington. CWT's principal service areas are located in the San

3 Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys

4 and parts of Los Angeles. SWWC owns and manages regulated systems

5 in California, New Mexico, Oklahoma and Texas. WTR is a holding

6 company for a large number of water and wastewater utilities operating in

7 nine different states including Pennsylvania, Ohio, New Jersey, Illinois,

8 Maine, North Carolina, Texas, Florida and Kentucky.

9

10 Are these the same water companies that Arizona-American used in its

11 application?

12 Arizona-American's cost of equity witness, Mr. Joel Reiker, used the same

13 four water companies included in my proxy. In addition to these four

14 companies, Mr. Reiker also used three other water companies, in both his

to DCF and CAPM analysesta, which are included in Value Line's Small and

16 Mid Cap Edition.

17

18 Why did you exclude the water companies that are followed in Value

19 Line's Small and Mid Cap Edition?

20 Value Line does not provide the same type of forward-looking information

21 (i.e. long-term estimates on return on common equity and share growth)

22 on small and mid-cap companies that it provides on the four water

Connecticut Water Services, Inc., Middlesex Water Company and SJW Corp

A.

Q.

A.

Q.
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1

2

companies that I used in my proxy. Consequently, these water companies

are not as suitable as the ones that I have used in my analysis.

3

4 What criteria did you use in selecting the natural gas LDC's included in

5

6

your proxy for Arizona-American?

As are the water companies that I just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

ten trade on the NYSE) and are followed by Value Line. Each of the ten

LDC's are tracked in Value Line's natural gas (distribution) industry

10 segment. All of the companies in the proxy are engaged in the provision

11 of regulated natural gas distribution services. Attachment B of my

12 testimony contains Value Line's most recent evaluation of the natural gas

13 proxy group that I used for my cost of common equity analysis.

14

15

16

17

18

19

20

What companies are included your natural gas proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("ATG"), At nos Energy Corp. ("ATO"),

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Nicor, Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey industries, Inc. ("SJl")

21

22

7

A.

Q.

A.

Q.

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the
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1 same ten LDC's that analyzed recently in the UNS Gas, Inc.I

2 proceeding."

3

4 Briefly describe the regions of the U.S. served by the ten natural gas

5 LDC's that make up your sample proxy.

6 The ten LDC's listed above provide natural gas service to customers in the

Middle Atlantic region (Le. NJI which serves portions Of northern New

Jersey, SJI which serves southern New Jersey and WGL which serves the i
i

Washington D.C. metro area), the Southeast and South Centro! portions

10 of the U.S. (i.e. ATG which serves Virginia, southern Tennessee and the

11 Atlanta, Georgia area and PNY which serves customers in North Carolina,

12 South Carolina and Tennessee), the South, deep South and Midwest (i.e.

13 ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

14 Colorado and Kansas, GAS which provides service to northern and

15 western Illinois, and LG which serves the St. Louis area), and the Pacific

to Northwest (i.e. NWN which serves Washington state and Oregon).

17 Portions of Arizona, Nevada and California are served by SWX.

to

19 Did the Company's witness also perform a similar analysis using natural

20 gas LDC's '?

21 No, he did not.

22

17 Docket No. G-04204A-06-0463

A.

Q.

A.

Q.

24



Direct Testimony of William A. Rigsby
Docket No. W-01303A-07-0209

1

2

3

4

5

6

Please explain your DCF growth rate calculations for the sample

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of the utilities included in the

sample for the historical observation period 2002 to 2006 for both the

water and LDC industries; Schedule"WAR-5 also includes Value Line's

10

projected 2007, 2008 and 2010.42 values for the retention ratio, equity

return, book value per share 'grOwth rate and number of shares

outstanding for both the water utilities and the LDC's.

11

12

13

14

15

16

17

18

Please describe how you used' the information displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, I will use American States Water Company,

(NYSE symbol AWR) as an example. The first dividend growth

component that l evaluated was the internal growth rate. I used the "b x r"

formula (described on pages 12 and 13) to multiply AWR's earned return

on common equity by its earnings retention ratio for each year in the 2002

to 2006 observation period to derive the utility's annual internal growth

rates. I used the mean average of this five-year period as a benchmark

against which compared the projected growth rate trends provided by

Value Line. Because an investor is more likely to be influenced by recent

I

growth trends, as opposed to historical averages, the five-year mean

A.

Q.

A.

Q.
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1 noted earlier was used only as a benchmark figure. As shown on

2

3

Schedule WAR-5, Page 1, AWR had sustainable internal growth that

averaged 2.40 percent over the course of the 2002 to 2006 observation

4 period. This reflects a downward trend that occurred during the 2002

5 2003 time frame. AWR rebounded from negative growth of 0.72% in 2003

6 to 1.01% in 2004. Value Line is predicting an increase in growth to 3.35%

for 2007 with higher projected increases ranging from 3.71% in 2008 to

4.35% during the 2010-12 timeframe. After weighing Value Line's higher

9.50% earnings projection, i believe that a 4.15% rate of growth is

reasonable for AWR.10

11

12 Q Please continue with the external growth rate component portion of your

14 A

analysis

Schedule WAR-5 demonstrates that the pattern of share's outstanding

increased from 15.18 million to 17.05 million during the 2002 to 2006 time

frame. Value Line is predicting that this level will increase from 18.00

million in 2007 to 22.00 million by the end of 2012. Based on this data, I

believe that a 5.00% growth in shares is not unreasonable for AWR. My

final dividend growth rate estimate for AWR is 7.34 percent (5.00 percent

internal + 3.19 percent external) and is shown on Page 1 of Schedule

WAR-4

9

26
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'I What is your average dividend growth rate estimate using the DCF model

2

3

4

for the sample water utilities?

Based on the DCF model,  my average dividend growth rate est imate is

5.80 percent as displayed on page 1 of Schedule WAR~4.

5

6 Did you use the same approach to determine an average dividend growth

rate for the proxy comprised of natural gas LDC's?

8 Yes.

9

10

11

12

13

What is your average dividend growth rate estimate using the DCF model

for the sample natural gas utilities?

Based on the DCF model, my average dividend growth rate estimate is

5.48 percent, which is also displayed on page 1 of Schedule WAR-4.

14

15

16

How  does  you r  av e rage  d i v i dend  g row t h  ra t e  es t im a t es  on  w a t e r

companies compare to the growth rate data published by Value Line and

17

18 A

other analysts?

Schedule WAR-6 compares my sustainable growth est imates with the

five-year projections of both Zacks (Attachment C) and Value Line. In the

case of  the water companies,  my 5.80 percent  est imate is  151 basis

points higher than the historical rate of growth published by Value Line

(which is an average of Eds, DPS and BVPS), and 53 basis points lower

than the 6.33 percent average of historical growth rates and projections of

A.

A.

Q.

Q.

Q.

Q.
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Value Line Analysts and consensus opinions published by Zacks

Investment Research, Inc. ("Zacks"). My 5.80 percent estimate is 30 basis

points higher than the Value Line 5-year compound historical average also

displayed in Schedule WAR-6. This indicates that investors are expecting

increased performance from water utilities in the future. Although my

estimate is lower than the forward projections of Zacks and Value Line, I

would still say my 5.80 percent estimate is a fair representation of the

growth projections that are available to the investing public

How do your average dividend growth rate estimates on natural gas LDC's

compare to the growth rate data published by Value Line and other

analysts?

In regard to the natural gas LDs's, my 5,48 percent estimate is 67 basis

points higher than the 4.81 percent consensus projections published by

Zacks, and 117 basis points higher than Value Line's projected estimates

As can also be seen on Schedule WAR-6, the 5.48 percent estimate that I

have calculated is 27 basis points higher than the 5.21 percent average of

the 5-year historic EPS, DPS and BVPS means of Value Line and 187

basis points lower than the 7.35 percent five-year compound historical

average of Value Line data (on EPS, DPS and BVPS). In fact, my 5.48

percent estimate is 65 basis points higher than the combined Value Line

and Zacks averages, Unlike the water companies, this indicates that

investors are expecting lower performance from natural gas distribution

28
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1

2

3

4

5

companies than what has been realized in the past. In the case of the

LDC's I would say that my 5.48 percent est imate, which is higher than

Zack's projections and higher than Value Line's forecasts, is a much more

optimistic representation of the growth projections presented by securities

analysts at this point in time.

6

9

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the *natural gas LDC's I used the

estimated annual dividends, for the next twelve-month period, that

10

11

12

13

14

15

16

appeared in  Va lue L ine 's  Ju ly 27,  2007 Rat ings  and Repor ts  water

services industry update and Value Line's September 14, 2007 Ratings

and Reports natural gas (Distribution) update. I then divided those figures

by the four-week average pr ice per share of  the appropr iate ut i l i t y's

common stock. The four-week average price is based on the daily closing

s tock pr ices  for  each of  the companies  in  my proxies  for  the per iod

September 4, 2007 to September 28, 2007.

17

18

19

20 A

Why did you rely on a four-week observation period for the closing stock

prices as opposed to a longer period of time?

Typically I rely on an eight-week period, but in this case I decided to use a

shorter four-week period because of recent instability in the financial

The aforementioned instability was directly linked to themarkets.

deterioration of the market for U.S. subprime mortgages and the securities

Q.
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1

2

linked to them (an issue that I will discuss later in my section on the

current economic environment). Because of this unrest in the major stock

3

4

markets, I decided not include the period from August 6, 2007 to August

31, 2007 in my observation period for closing stock prices. I have also

5

6

7

used the same four-week period, as opposed to my typical six-week

period, for observing the yields of 91-day U.S. Treasury bills that I use as

a risk-free rate of return in My CAPM model.

9 Based on the results of your DCF analysis, what is your cost of equity

10 capital estimate for the water and natural gas utilities included in your

11 sample?

12

13

As shown in Schedule WAR-2, the cost of equity capital derived from my

DCF analysis is 8.02 percent for the water utilities and 9.26 percent for the

14 natural gas LDC's.

15

16 Capital Asset Pricing Model (CAPM) Method

17

18

19

20

21

Please explain the theory behind the capital asset pricing model ("CAPM")

and why you decided to use it as an equity capital valuation method in this

proceeding.

CAPM is a mathematical tool that was developed during the early 1960's

by William F. Sharpe18, the Tim ken Professor Emeritus of Finance at

18 William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No.
2 (January 1963), pp. 277-93.

30

Q.

A.

Q.
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1 Stanford University, who shared the 1990 Nobel Prize in Economics for

2 research that eventually resulted in the CAPM model19. CAPM is used to

3 analyze the relationships between rates of return on various assets and

4 risk as measured by beta." In this regard, CAPM can help an investor to

5 determine how much risk is associated with a given investment so that he

6 or she can decide if that investment meets their individual preferences.

7 Finance theory has always held that as the risk associated with a given

investment increases, so should the expected rate of return on 'that

9 investment and vice versa. According to CAPM theory, risk can be

10 classified into two specific forms: nonsystematic or diversifiable risk, and

11 systematic or non-diversifiable risk. While nonsystematic risk can be

12 virtually eliminated through diversification (Le. by including stocks of

13 various companies in various industries in a portfolio of securities),

14 systematic risk, on the other hand, cannot be eliminated by diversification.

15 Thus, systematic risk is the only risk of importance to investors. Simply

16 stated, the underlying theory behind CAPM states that the expected return

17 on a given investment is the sum of a risk-free rate of return plus a market

18 risk premium that is proportional to the systematic (non-diversifiable risk)

19 Dr. Sharpe shared the 1990 Nobel Prize in Economics with Harry M. Markowitz of City
University of New York, and the late Merton H. Miller of the University of Chicago.

20 Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. it is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market, and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.

31
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1 associated with that investment. In mathematical terms, the formula is as

2 follows:

3

4 k=rf+[rs(rm-ml

5 where: k cost of capital of a given security,

ff risk-free rate of return,

[3 beta coefficient, a statistical measurement of a

8 security's systematic risk,

rm average market return (e_g. S8;P 500), and

10 rm'rf market risk premium.

14

12 What security did you use for a risk-free rate of return in your CAPM

13 analysis?

14 A As I noted earlier in my testimony, I used a four-week average on a 91

day Treasury Bill ("T-Bill") rate. This resulted in a risk-free (rf) rate of4 I

return of 4.09 percent

18 Why did you use the short-term T-Bill rate as opposed to the yield on an

19 intermediate 5-year Treasury note or a long-term 30-year Treasury bond?

20 A Because a 91-day T-Bill presents the lowest possible total risk to an

investor. As citizens and investors. we would like to believe that U.S

Treasury securities (which are backed by the full faith and credit of the

A four-week average was computed for the current rate using 91-day T-Bill yield quotes listed
in Value Line's Selection and Opinion newsletter from September 14, 2007 to Ocztober 5, 2007

Q.

Q.
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United States Government) pose no threat of default no matter what their

maturity dates are However, a comparison of various Treasury

instruments will generally reveal that those with longer maturity dates do

have slightly higher yields. Treasury yields are comprised of two separate

components, a true rate of interest (believed to be approximately 2.00.44

percent) and an inflationary expectation. When the true rate of interest is

subtracted from the total treasury yield, all that remains is the inflationary

expectation. Because increased inflation represents a potential capital

loss, or risk, to investors, a higher inflationary expectation by itself

represents a degree of risk to an investor. Another way of looking at this

is from an opportunity cost standpoint. When an investor locks up funds in

long-term T-Bonds, compensation must be provided for future investment

opportunities foregone. This is often described as maturity or interest rate

risk and it can affect an investor adversely if market rates increase before

the instrument matures (a rise in interest rates would decrease the value

of the debt instrument). As discussed earlier in the DCF portion of my

testimony, this compensation translates into higher rates of returns to the

investor. Since a 91-day T-Bill presents the lowest possible total risk to an

investor, it more closely meets the definition of a risk-free rate of return

and is the more appropriate instrument to use in a CAPM analysis

As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the true rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security
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1 How d id  you ca lcu la te  the market  r isk premium used in  your  CAPM

2

3

4

5

6

7

analysis?

I used both a geometric and an arithmetic mean of the historical returns on

the S&P 500 index" from 1926 to 2006 as the proxy for the market rate of

return (rm), The risk premium (rm - rf) that results by using the geometric

mean calculat ion for  rm is  equal  to  6.31 percent  (10.40% -  4.09% =

6.31%). The r isk premium that  resul ts  by us ing the ar i thmet ic  mean

calculation for rm is 8.21percent (12.80% .. 4.09% = 8.219).

10

11

How did you select the beta coeff ic ients that were used in your CAPM

analysis?

12

13

14

15

16

17

18

19 The  be ta

20

21

The beta coefficients (6), for the individual utilities used in both my

proxies, were calculated by Value Line and were current as of July 27,

2007 for the water companies and September 14, 2007 for the natural gas

LDC's. Value Line calculates its betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

for their long-term tendency to converge toward 1.00.

coefficients for the service providers included in my water company

sample ranged from 0.80 to 1.00 with an average beta of 0.90. The beta

The historical return information on the S&P 500 index was obtained from Morningstar's SBBI
2007 Yearbook, which was previously published by lbbotson Associates

A.

Q.

A.

Q.
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1 coefficients for the LDC's included in my natural gas sample ranged from

2 0.70 to 1.05 with an average beta of 0.84.

3

4 What are the results of your CAPM analysis?

5 As shown on pages 1 and 2 of Schedule WAR~7, my CAPM calculation

6 using a geometric mean for rm results in an average expected return of

7 9.77 percent for the water companies and 9.39 percent for the natural gas

8 LDC's. My calculation using an arithmetic mean results in an average

9 expected return of 11.48 percent for the water companies and 10.99

10 percent for the natural gas LDC's.

11

12 Q Please summarize the results derived under each of the methodologies

presented in your testimony

14 A The following is a summary of the cost of equity capital derived under

each methodology used

METHOD RESULTS

8.02%

9.26%

9.77% .- 11.48%

DCF (Water Sample)

DCF (Natural Gas Sample)

CAPM (Water Sample)

CAPM (Natural Gas) 9.39% - 10.99%

A.

Q.
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1

2

3

Based on these results, my best estimate of an appropriate range for a

cost of common equity for Arizona-American is 8.02 percent to 11.48

percent. My final recommendation for Arizona-American is 10.02 percent.

4

5 Q How did you arrive at your recommended 10.02 percent cost of common

6

7

equity?

My recommended 1002 percent cost of common equity "is the 9.52

percent average of my DCF and CAPM results, plus an additional 50 ba'sis"

points for the increased financial risk faced by Arizona-American as a

I

10

11

result of the Company's debt heavy capital structure. The calculation can

be seen on Page 3 of Schedule WAR-1 .

12

13 Why have you made a 50 basis point upward adjustment to the results of

14

15

your DCF analysis?

The 50 basis point adjustment takes into consideration the higher level of

16 debt in the Company's capital structure. My recommended capital

structure for Arizona-American is comprised of approximately 61 percent

debt and 39 percent common equity. This capital structure has a larger

percentage of debt than the capital structures of the four water companies

and the ten LDC's that I included in my DCF and CAPM proxies. As can

be seen in Schedule WAR-9, the utilities included in my samples had

capital structures of approximately 48 percent debt and 52 percent

common equity, for water providers, and roughly 53 percent debt and 47

A.

Q.
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1 percent common equity for natural gas LDC's. Because Arizona-

2 American's capital structure has a higher percentage of debt, the

3 Company faces a higher level of financial risk (i.e. the risk of not being

4 able to meet debt service obligations) than the companies in my proxies.

5 For this reason a higher cost of equity is warranted and I have decided to

6 make such an adjustment. In this case, the 10.02 percent return on

common equity that I am recommending is higher than the 9.52 percent

average of the results obtained from my DCF arid CAPM Models,

10 How does your recommended cost of equity capital compare with the cost

11 of equity capital proposed by the Company?

12 The 11.30 percent cost of equity capital proposed by the Company is 128

13 basis points higher than the 10.02 percent cost of equity capital that I am

14 recommending.

15

16 Current Economic Environment

17 Please explain why it is necessary to consider the current economic

18 environment when performing a cost of equity capital analysis for a

19 regulated utility.

20 Consideration of the economic environment is necessary because trends

21 in interest rates, present and projected levels of inflation, and the overall

22 state of the U.S. economy determine the rates of return that investors earn

23 on their invested funds. Each of these factors represent potential risks

37
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Q.

A.
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1 that must be weighed when estimating the cost of equity capital for a

2 regulated utility and are, most often, the same factors considered by

3 individuals who are also investing in non-regulated entities.

4

5 Please discuss your analysis of the current economic environment.

6 My analysis includes a brief review of the economic events that have

occurred since 1990. Schedule WAR=8 displays various economic

indicators and other data `that I Witt refér to during this portion of my

9 testimony.

10 In 1991, as measured by the most recently revised annual change in

11 gross domestic product ("GDP"), the U.S. economy experienced a rate of

12 growth of negative 0.20 percent. This decline in GDP marked the

13 beginning of a mild recession that ended sometime before the end of the

14 first half of 1992. Reacting to this situation, the Federal Reserve Board

15 ("Federal Reserve" or "Fed"), then chaired by noted economist Alan

16 Greenspan, lowered its benchmark federal funds rate24 in an effort to

17 further loosen monetary constraints - an action that resulted in lower

18 interest rates.

19 During this same period, the nation's major money center banks followed

20 the Federal Reserve's lead and began lowering their interest rates as well.

The interest rate charged by banks with excess reserves at a Federal Reserve district bank to
banks needing overnight loans to meet reserve requirements. The federal funds rate is the most
sensitive indicator of the direction of interest rates, since it is set daily by the market, unlike the
prime rate and the discount rate, which are periodically changed by banks and by the Federal
Reserve Board, respectively

A.

Q.
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By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

rate on loans to its member banks had fallen to 3.00 percent and short

term interest rates had declined to levels that had not been seen since

Although G 'P increased "Win 1992 and 1993, the 'Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

without incurring either a prolonged recession or runaway inflation

Did the Federal Reserve achieve its goals during this period?

Yes. The Fed's strategy of decreasing interest rates to stimulate the

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be little doubt among both economists and the
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1

2

3

4

5

6

7

8

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

pushed stock prices and market indexes to all time highs from 1997 to i

2000.

9

10 What has been the state of the economy since 200t'?

11

12

13

14

15

16

The U.Sr economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

17 growth figures, rising layoffs in the high technology manufacturing sector,

18

19

20

21

22

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early t 990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December

23 2001. Prior to the 9/11 attacks, commentators, reporting in both the

A.

Q.
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1

2

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

3 hope of avoiding the recession that the U.S. now appears to have

4 recovered from.

5 Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates, moves

which indicated that the worst may be over and that the current recession

a

10

11

12

13

14

might have bottomed out during the last quarter of 2001, a lackluster

economy persisted. The continuing economic malaise and even fears of

possible deflation prompted the FOMC to make a thirteenth rate cut on

June 25, 2003. The quarter point cut reduced the federal funds rate to

1.00 percent, the lowest level in 45 years.

Even though some signs of economic strength, that were mainly attributed

to consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOMC announced

that with inflation 'quite low' and plenty of excess capacity in the

economy, policy-makers 'can be patient in removing its policy

accommodation

Wolk, Martin, "Fed leaves short-term rates unchanged," MSNBC, January 28, 2004

6

7
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1 What actions has the Federal Reserve taken in terms of interest rates

2

3

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

4

5

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a levelof 4.50 percent

The FOMC's January 31, 2006 meeting marked the final appearance -of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On that same day, 'Greenspan's successor, Ben

Bernanke. the former chairman of the President's Council of Economic

Advisers and a former Fed governor under Greenspan from 2002 to 2005

was confirmed by the U.S. Senate to be the new Federal Reserve chief

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor left off and increased the federal funds rate by 25 basis

points during each of the next three FOMC meetings for a total of

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of 5.25 percent. The Fed's rate increase

campaign finally came to a halt at the FOMC meeting held on August 8

2006. when the FOMC decided not to raise rates

A.

Q.
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1 What was the reaction in the financial community to the Fed's decision not

2 to raise interest rates?

3 As in the past, banks followed the Fed's lead once again and held the

4 prime rate to a level of 8.25 percent, or 300 basis points higher than the

5 federal funds rate of 5.25 percent established on June 29, 2006.

6

How did analysts view the Fed's actioNs between January 2001 and

August 2006?

According to an article that appeared in the December 2, 2004 edition of

10 The Wall Street Journal, the FOMC's decision to begin raising rates two

11 years ago was viewed ES a move to increase rates from emergency lows

12 in order to avoid creating an inflation problem in the future as opposed to

13 slowing down the strengthening economy.26 In other words, the Fed was

14 trying to head off inflation before it became a problem. During the period

15 following the August 8, 2006 FOMC meeting, the Fed's decisions not to

16 raise rates were viewed as a gamble that a slower U.S. economy would

17 help to cap growing inflationary pressures."

18

19

20

26 McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point,"
Journal, September 22, 2004

The Wall Street

Ip, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006

A.

A.

Q.

Q.

43



Direct Testimony of William A. Rigsby
Docket No. W-01303A-07-0209

1 Was the Fed attempting to engineer another "soft landing", as it did in the

2 mid-nineties, by holding interest rates steady?

3 Yes, however, as pointed out in an August 2006 article in The Wall Street

4 Journal by E.S. Browning, soft landings, l ike the one that the Fed

5 managed to pull off during the 1994 - 1995 time frame, in which a

6 recession or a bear market were avoided rarely happen28; Since it began

7 increasing the federal funds rate in June 2004, the Fed has assured

8 investors that it would increase rates at a "measured" pace. Many analysts

9 and economists interpreted this language to mean that former Chairman

10 Greenspan would be cautious in increasing interest rates too quickly in

11 order to avoid what is' considered to be one of the Fed's few blunders

12 during Greenspan's tenure - a series of increases in 1994 that caught the

13 financial markets by surprise after a long period of low rates. The rapid

14 rise in rates contributed to the bankruptcy of Orange County, California

15 and the Mexican peso crisis29, According to Mr. Browning, at the time that

16 his article was published, the hope was that Chairman Bernanke would

17 succeed in slowing the economy "just enough to prevent serious inflation,

18 but not enough to choke off growth." In other words, "a 'Goldilocks

19 economy/ in which growth is not too hot and not too cold.J:

20

21

Browning, E.S, "Not Too Fast, Not Too Slow,..," The Wall Street Journal Online Edition, August
21. 2006

Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004

A.

Q.
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1 Was the Fed's attempt to engineer a soft landing successful during this

2 period?

3 It would appear so. Articles published in the mainstream financial press

4 were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

Year into [Fed Chairman] Bemarlke's tenure, the [econcimicj picture has

turned considerably brighter. Inflation is falling; unemployment is low;

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip

12 Q Has there been any recent activity in regard to interest rates?

13 A Yes. On August 7, 2007, the FOMC decided not to increase or decrease

the Federal Funds rate for the ninth straight time, and left its target rate

unchanged at 5.25 percent. At the time of the Fed's decision, analystso I

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. In addition to this

evidence of a slowing economy and a possible recession were beginning

to surface. Within days of the Fed's decision to stand pat on rates, a

borrowing crises, rooted in the recent deterioration of the market for U.S

Henderson, Nell, "Bullish on Bernanke" The WashinQton Post, January 30, 2007

up, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth" The Wall Street Journal, August
2007

5

6

7

A.

Q.
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1 subprime mortgages and securities linked to them, forced the Fed to inject

2 $24 billion in funds (raised through open market operations) into the credit

3 markets." By Friday, August 17, 2007, after a turbulent week on Wall

4 Street, the Fed made the decision to lower its discount rate (i.e. the rate

5 charged on direct loans to banks) by 50 basis points, from 6.25 percent to

6 5.75 percent, and took steps to encourage banks to borrow from the Fed's

discount window in order to provide liquidity to lenders. According to an

article that appeared in the August 18, 2007 edition of The Wall Street

Journal the Fed had used all of its tools to restore normalcy tO the33
1

10 financial markets. If the markets failed to settle down, the Fed's only

11 weapon left was to cut the Federal Funds rate - possibly before the next

12 FOMC meeting scheduled on September 18, 2007.

13

14 Did the Fed cut rates as a result of the recent borrowing crises?

15 Yes. At its regularly scheduled meeting on September 18, 2007, the

16 FOMC surprised the investment community and cut both the federal funds

17 rate and the discount rate by 50 basis points or 25 basis points more than

18 what was anticipated. This brought the federal funds rate down to its

19 current level of 4.75 percent. The Feds action was seen as an effort to

20 curb the aforementioned slowdown in the economy. The Feds rate-cutting

32 Ip, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

33 up, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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actions bolstered investor confidence and sparked a buying rally on Wall

Street

4 Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?

Despite the increases (prior to June 2006) by the FOMC, interest rates

and yields on U.S. Treasury instruments are for the most part still at

historically low levels. The; Fed's actions have also had the overall effect

of reducing the cost of manyitypes of business and consumer loans. As

can be seen in Schedule WAR-8, the previously mentioned federal

discount rate (the rate charged to the Fed's member banks), has now

dropped to 5.25 percent from 5,73 percent in 2000, the other key interest

rates (Le. the prime rate and the federal funds rate) are still below their

year-end 2000 levels

What has been the trend in other leading interest rates over the last year?

As of October 5, 2007, the leading interest rates have all dropped from the

levels that existed a year ago (Attachment G). The prime rate has fallen

from 8.25 percent a year ago to its current level of 7.75 percent, The

benchmark federal funds rate, just discussed, has decreased from 5.25

percent, in September 2006, to its current level of 4.75 percent (the result

of the Fed's recent 50 basis point cut described earlier). The yields on

several maturities of U.S. Treasury instruments have decreased over the

Q.
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1 past year. A previous trend, described by former Chairman Greenspan as

2 a "conundrum"3'*, in which long-term rates fel l  as short-term rates

3 increased, thus creating the somewhat inverted yield curve that existed as

4

5

6

8

of June 8, 2007, appears to have ended and a more traditional yield curve

(where yields increase as maturity dates lengthen) appears to be forming.

The 91-day T-bill rate, used in my CAPM analysis, has fallen from 4,86

percent, in September 2006, to 3.69 percent as of September 26, 2007.

The 1-Year Treasury constant maturity* rate also decreased from 489

9

I
I
3 .

I
10

11

percent over the past year to 4.04 percent. Again, for the most part, these

current yields are considerably lower than corresponding yields that

existed during the early nineties (as can be seen on Schedule WAR-8).

12

13

14

15

16

What is the current outlook for interest rates, inflation, and the economy?

According to The Wall Street Journal article cited on page 46 of my

testimony, traders in the futures market are expecting the federal funds

rate to drop another 50 basis points to 4.25 percent, by the end of the

17 year. If the traders' forecasts are correct, the prime rate, which generally

18

19

20

21

moves in lockstep with the Federal Funds rate, should also fall to 7.25

percent by the end of December, 2007.

Value Line analysts, who are anticipating lower rates of inflation in the

coming months, had this to say in their Economic and Stock Market

Wolk, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005

7

Q.
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1 Commentary that appeared in the October 5, 2007 edition of Value Line's

2 Selection and Opinion publication:

3
4
5
6
7
8
9

10
11

"We expect the Federal Reserve to reduce interest rates again in
the coming months. Our reasoning is that GDP growth is likely to
be low enough (averaging 2%, or so, through the middle of 2008)
that any sizable new declines in housing demand may jeopardize
the business expansion to such a degree that a mild recession be-
comes practically unavoidable. However, should the rate of inflation
increase materially as a result of efforts to stimulate the economy,
via reductions in interest rates, we think the Fed would be less in-
Clined to loosen the monetary reins any further."

12

13 Putting this at! into perspective, how have the Fed's ac:tions"sirlc;e ;2@9 a

14 affected benchmark rates?

15 Despite the increases by the FOMC, interest rates and yields on U.S.

16 Treasury instruments are* for the most part still at historically low levels

17 The Fed's actions have also had the overall effect of reducing the cost of

18 many types of business and consumer loans. As can be seen in Schedule

19 WAR-8, with the exception of the federal discount rate (the rate charged to

20 member banks), which has increased to 6.25 percent from 5.73 percent in

21 2000, the other key interest rates (Le. the prime rate and the federal funds

22 rate) are still below their year-end 2000 levels.

23

24

25

26

27

28

A.
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1 Please summarize how the economic data just presented relates to

2 Arizona-American.

3 If Federal Reserve Chairman Bernanke continues to keep inflation in

4 check, and keep it contained within his preferred range of 1 to 2 peroent35,

5 Arizona-American could look forward to relatively stable and even possibly

6 declining prices for goods and services, which in turn means that the

Company can expect its present operating expenses to either remain

stable or possibly decline in the coming years, Lower interest rates would~

also benefit Arizona-American in regard to any short or long-term

10 borrowing needs that the Company may have. Despite the recent
!

11 slowdown in the housing market that is expected to continue into 2008,

12 lower interest rates could further help to accelerate growth in new

13 construction projects and home developments in the Company's service

14 territories, and may result in new revenue streams to Arizona-American.

15 Value Line analyst Nils C. Van Liew took note of the current environment

16 of low interest rates recently. In Value Line's Electric Utility (East) Industry

17 update dated March 2, 2007, Mr. Van Liew had this to say:

18
19
20
21
22
23
24
25
26
27

"Several factors are, no doubt, driving the electric utilities' strong
share - price performance. Perhaps most important is a benign
interest-rate environment, Utilities frequently tap the credit markets
to fund their operations. (Low interest rates mean they can cost-
effectively build new power plants and maintain existing ones.)
'Cheap money' also tends to drive economic expansion, thereby
increasing electricity demand. That said, interest rates should
remain relatively low, though the likelihood that the Federal Reserve
eases (monetary) policy is small, given persistent inflation concerns.as

35 Ip, Greg, "Fed Minutes Indicate Inflation Still a Worry for Some Officials, " The Wall Street
Journal, February 22, 2006.
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1 Although inflation appears to be less of a concern to the Fed at this point

2 in time (given the recent 50 basis point cut to the federal funds rate

3 described earl ier), Mr. Van Liew's remarks are, for the most part,

4 applicable to the water utility industry also.

5

6 What ,has been the trend in Value Line's return on common equity

7 projections for the water utility industry lover. the last seven Years?

Up until 2005, and with the exception of*'22003, Value Line"s analysts have

been making downward projections on water industry book returns on

10 common equity ("ROE"). In addition to the downward trend in projections

11 that I just addressed (exhibited irI Attachment D), Value Line's analysts

12 have been somewhat more optimistic in their forward-looking one-year

and long-term projections. As can be seen in the chart below, Value

Line's analysts have been somewhat high in their coming year projections

on ROE

Q.
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The bar chart above illustrates Value Line's water utility industry

projections on ROE (the lighter bar identified as series 1), over the 2001 to

2006 period, versus the actual returns (the darker bar identified as series

2) that actually occurred during that same time frame (observation periods

1 through 6). The actual basis point spreads between the Value Line

projections and the actual returns on ROE are as follows

Value Line
Protected

Actual Book
Return on ROE Difference

10.7%
11.1%
8.8%

11.0'%
11.0%
10.5%
11.0%
11.0%
11.0%

9.8%

30 Basis Points
+10 Basis Points
170 Basis Points
200 Basis Points
120 Basis Points
200 Basis Points

As can be seen above, with the exception of the 2002 operating period

Value Line's analyst's projections on water utility ROE's from one year out

were 30 to 200 basis points higher than the actual returns booked by the

water utilities. This is why rarely rely on projections at face value, andI

only use Value Line's and Zacks' analyst's projections as guides in

developing my growth estimates for the DCF model
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1 After weighing the economic information that you've just discussed, do you

2 believe that the 10.02 percent cost of equity capital that you have

3 estimated is reasonable for Arizona-American?

4 I believe that my recommended 10.02 percent cost of equity will provide

5 Arizona-American's Sun City District with a reasonable rate of return on

6 the Company's invested capital when economic data on interest rates (that

7 are still Iow by historical standards), a resumption of growth in "new

8 housing "construction (attributed to historically low interest rates), andrew .

9 low and stable outlook for inflation are all taken into consideration As 'I

10 noted earlier, the Hope decision determined that a utility is entitled to earn

a rate of retune that is commensurate with the returns it would make on

12 other investments with comparable risk. I believe that my DCF analysis

13 has produced such a return.

14

15 COST OF DEBT

16 Have you reviewed Arizona-American's testimony on the Company-

17 proposed cost of debt?

18 Yes.

19

20 Briefly explain how Arizona-American calculated the Company-proposed

21 cost of debt.

22 The Company-proposed cost of debt is the weighted cost of Arizona-

23 America:an's various debt instruments that were issued to finance assets
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1

2

3

4

5

that were in place during the Test Year. In arriving at the Company-

proposed 5.56 percent weighted cost of these instruments, Mr, Reiker

made a pro forma adjustment to reflect a planned refinancing of the

Company's $25 million September-2014 series note with a single $10

million note and an additional $6.45 million in long-term debt at an

6 expected effective interest rate of 5.84 percent over a twenty-year period.

7

9̀ A.

Have you adopted the Company-proposed cost of debt? ,

No. For Several reasons I have decided not to adopt theCompany-

10 proposed cost of debt. First, Mr. Raker's cost of debt is based on

11

12

projections that have not yet occurred to the best of my knowledge.

Second, there are several outstanding cost of debt issues related to

13

to

15

16

17

18

19

20

Arizona-American's pending rate case applications for the Company's

Anthem/Agua Fria Water and Wastewater Districts36 and the Company's

Sun City and Sun City West Wastewater Districts.37 Specifically these

issues deal with ACC Staff's proposed accounting treatments for the

Phoenix Interconnection Agreement associated with the Company's

Anthem/Agua Fria Water and Wastewater Districts docket and the

Tolleson Obligation associated with the Company's Sun City and Sun City

West Wastewater Districts docket. As a result of these two factors, I have

21 decided to recommend the same 5.37 percent cost of debt that I

36

37

Docket No. WS-01303A-06-0403

Docket No. WS-01303A-06-0491

54



Direct Testimony of William A. Rigsby
Docket No. W-01303A-07-0209

1 recommended previously in the Sun City and Sun City West Wastewater

2 Districts docket.

3

5

6

7

t

9

10

11

My recommendation is based on information contained in Decision No.

68994, dated October 20, 2006 (Attachment E), which approved a

financing application dealing with the refinancing of the Company's

November '01 series and January '02 series bonds, and a related

compliance report (Attachment F) which contains copies of the executed

loan agreements (i.e. promissory notes) that stated the borrowing terms

on three loans totaling $159 million at rates of interest ranging from 5.39

percent to 5.62 percent over periods ranging from six to twelve years. I

have included the information on these three loans on Schedule WAR-11

12 Page 2 of 3 to arrive at my recommended weighted cost of debt of 5.37

13 pe rcent.

14

15 CAPITAL STRUCTURE

16 Have you reviewed Arizona-American's testimony regarding the

17 Company's proposed capital structure?

18 Yes.

19

20

21

22

Please describe the Company's proposed capital structure.

The Company is proposing a projected capital structure comprised of 57.6

percent debt and 42.4 percent common equity.

23
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1

2

What capital structure are you recommending for Arizona-American?

am recommending a capital structure comprised of 61.4 percent debtI

3 and 38.6 percent common equity. This is based on the outstanding

4 balances of the various debt instruments that I based my cost of debt

5 recommendation on and the level of stockholders equity that existed at the

6 end of the Company's test year.

7

10

11

12

13

Is Arizona-American's capital structure in line with industry averages?

No. As I explained earlier in" my testimony, Arizona-American's capital

structure is heavier in debt than the capital structures of the other water

companies included in my cost of capital analysis (Schedule WAR-9). The

capital structures for those utilities averaged 48.3 percent for debt and

51.7 percent  for equity (51.6 percent  common equity + 0.1 percent

14 preferred equity).

15

16 In terms of risk, how does Arizona-American's capital structure compare to

17

18

19

the water utilities in your sample?

The water utilities in my sample would be considered as having a lower

level of financial risk (Le. the risk associated with debt repayment)

because of their lower levels of debt. The additional financial risk due to20

21

22

23

debt leverage is embedded in the cost of equities derived for those

companies through the DCF analysis, Thus, the cost of equity derived in

my DCF analysis is applicable to companies that are not as leveraged

56

l W l I'll

9

Illllllll

A.

Q.

A.

Q.

Q.



Direct Testimony of William A. Rigsby
Docket No. W-01303A-07-0209

1

2

3

4

5

and, theoretically speaking, not as risky than a utility with a level of debt

similar to Arizona-American's. In the case of a publicly traded company,

such as those included in my proxy, a company with Arizona-American's

level of debt would be perceived as having a higher level of financial risk

and would therefore also have a higher expected return on common

6 equity.

7

9

10

11

12

13

14

15

Have you made an' adjustment to your DCF estimate based on this

perception of higher financial risk?

Yes. As discussed earlier, I have made a 50 basis point adjustment to my

recommended cost of equity based on the results of my DCF and CAPM

analyses. I believe that this adjustment, along with the hypothetical capital

structure that l am recommending, provides the Company with a return on

common equity that will compensate the Company's shareholders for the

higher financial risk that they face.

16

17 WEIGHTED COST OF CAPITAL

18

19

20

21

22

23

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 8.00 percent.

This composite figure is the result of a weighted average of Arizona-

American's proposed 5.56 percent cost of debt and 11.30 percent cost of

equity capital for the Sun City District. The Company-proposed 8.00

A.

Q.

A.

Q.
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percent weighted cost of capital is 84 basis points higher than the 7.16

percent weighted cost that I am recommending

4 COMMENTS ON ARIZONA-AMERICAN'S COST OF EQUITY CAPITAL

5 TESTIMONY

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The 11.30 percent cost of equity capital proposed by the Company is128

basis points higher than the 10.02 percent cost of equity capital that i am

recommending

Who estimated the Company-proposed cost of equity capital?

As noted earlier Mr. Joel Reiker, a former employee of Arizona-American

estimated the Company-proposed cost of equity capital. Mr. Raker

9.80 percent wi th a mean average of  9.40 percent.

estimated a cost of common equity to be within a range of 8.80 percent to

His final

recommendation for Arizona-American is 11.30 percent. In arriving at his

final estimate, Mr. Reiter relied on the Hamada°° methodology in order to

produce a Company-proposed cost of equity which takes the Company's

debt leveraged capital structure into consideration

Named after Robert s. Hamada, the University of Chicago professor of finance who developed
the methodology
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1 What methods did Mr. Reiker use to arrive at his cost of common equity

2 for the Sun City District?

Mr. Reiker used both the DCF and CAPM methods to estimate a cost of3

4 equity capital. His DCF analysis employed both the constant growth

5 version of the DCF model, which I used in my analysis, and a multi-stage

version that includes a 6.50 percent historical rate of growth of GDP from

7 1929 to 2005.

I
!

9 DCF Comparison

10

11

12

13

Were there any differences in the way that you conducted your DCF

analysis and the way that Mr. Reiker conducted hiss?

Yes. As I just noted, Mr. Reiker conducted two separate DCF analyses.

His first DCF analysis is a one-step constant growth model, similar to the

14 one that I used, which uses a proxy of seven water providers. Mr.

15 Raker's second DCF analysis uses the two~step multi-stage growth DCF

16 model.

17

18

19

20 A

Why didn't you conduct a multi-stage DCF analysis like the one conducted

by Mr. Reiker?

Primarily because the growth rate component that I estimated for my

single-stage model places more emphasis on the individual 5-year growth

rate projections of the utilities in my samples as opposed to assuming that

they will all continue to grow at the same 6.50 percent rate of historical

A.

Q.

A.

Q.

Q.
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1 GDP into perpetuity (the long-term component of the multi-stage DCF). In

2

3

4

addition, the 5-year window used in my model is closer to the average

three to five-year time frame that util ities generally apply for rates.

Because a 5-year projection is more reasonable in my opinion, I saw no

5 need to conduct a separate multi-stage DCF analysis. As l pointed out

6 earl ier in my testimony, the method that used also takes intoI

consideration analysts' tendency to make overly optimistic growth

estimates.

g

10

11

What is the difference between your constant growth DCF results, using

both water companies and LDC's, and Mr. Reiker's constant growth DCF

12

13

14

15

16

17

18

result using water companies?

The 8.02 percent cost of common equity derived from my constant growth

DCF analysis, that uses an average of four sample water companies, is 78

basis points lower than the 8.80 percent estimate derived from Mr.

Reiker's constant growth (one-step DCF analysis), which is an average of

seven sample water companies (as exhibited in schedules JMR-4 through

JMR 14 of Mr. Reiker's testimony).

19

20

21

The 9.26 percent cost of common equity derived from my constant growth

DCF analysis, that uses an average of ten sample LDC's, is 46 basis

points higher than the 8.80 percent estimate derived from Mr. Reiker's

22 constant growth model.

23
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1 Q Please explain why your 8.02 percent to 9.26 percent constant growth

DCF results are 78 basis points lower to 46 basis points higher than the

8.80 percent figure produced by Mr. Reiker's constant growth DCF model

One reason is the dividend yield calculation, which can be attributed to

observation period timing. Over the past six months there have been no

substantial changes in dividend layouts for either the water companies or

the LDC's included in my samples, but stock prices have generally

irlcreased for three of the four water companies included in my sample

and have generally decreased for eight of the ten LDC's. The difference

between the 4-week average closing stock prices used in my analysis and

the January 26, 2007 spot prices included in Mr. Reiker's analysis are as

follows

Riqsby Raker Difference

$40.52 $37.43 $3.09

$40.11 $39.62 $0.49

$13.18 $12.85 $0.33

$2415 $22.59 $1.56

Concentrating strictly on the four water companies used in my sample, Mr

Reiter's analysis produced an approximate average annualized dividend

yield of 2.32 percent versus the 2.22 percent figure, which I calculated for

water companies (Schedule WAR-3) and the 3.78 percent figure
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1 calculated for my LDC sample. In the growth component (g) of his

2 constant growth DCF analysis, Mr. Reiker relied on Value Line's historical

3 and projected growth estimates for earnings, dividends and book value in

4 order to arrive at an average expected growth rate of 6.0 percent versus

5 my estimates of 5.80 percent for water companies and 5.48 percent

6 estimate for LDC's. His constant growth DCF estimate of 8.80 percent

(rounded) is the sum of his 2.7 percent dividend yield (ofthe seven water"

utilityie§ in his sample) ar1d.his:- aforementioned average expected

9 I rate of 6.0 percent.

10

11 What is the diHerencebetween your constant growth DCF result and Mr.

12 Reeker's two-step or multi-stage growth model DCF result?

13 The 8.02 percent cost of common equity derived from my constant growth

14 DCF analysis, that uses an average of four sample water companies, is

15 108 basis points lower than the 9.10 percent estimate derived from Mr.

16 Raker's multi-stage (two-step) DCF analysis, which is an average of

17 seven sample water companies (as exhibited in schedule JMR 15 of Mr.

18 Reiter's testimony).

19 The 9.26 percent cost of common equity derived from my constant growth

20 DCF analysis, that uses an average of ten sample LDC's, is 16 basis

21 points higher than the 9.10 percent estimate derived from Mr. Reiker's

22 multi-stage model. Again Mr, Reiker's multi-stage model assumes that
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1 each of the water companies in his sample will all grow at the same rate of

2 6.50 percent from five years out into perpetuity.

3

4 CAPM Comparison

6

Please compare Mr. Reiker's CAPM analysis to your CAPM analysis.

Mr. Reiker and I both used the yields on various U.S. Treasury

instruments for our risk-free rate components and betas published by

Value Line. MIN Reiter's final CAPM estimate is an average of the results

10

11

obtained by using both an historical risk premium and a current market

risk premium. Mr. Reiker and I both used the Sharpe Litner version of the

CAPM model. Mr. Reiker supplements his CAPM analysis by providing

information on betas that he calculated himself.12

13

14 What is the difference between your CAPM results and Mr. Reeker's

15 CAPM result?

16 Mr. Reiker's CAPM estimate of 9.80 percent is 3 basis points higher to

17

18

19

20

21

22

168 basis points lower than my 9.77 percent (using a geometric mean) to

11.48 percent (using an arithmetic mean) CAPM estimates obtained from

my sample of water companies, His CAPM estimate of 9.80 percent is 41

basis points higher to 119 basis points lower than my 9.39 percent (using

a geometric mean) to 10.99 percent (using an arithmetic mean) CAPM

estimates obtained from my sample of LDC's.

23

A.

A.

Q.

Q.
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1 What financial instruments did Mr. Reiker use as proxies for his risk-free

2 rate of return in his CAPM analysis?

3

4

5

6

7

Mr.  Reiker  used an average of  the 5 ,  7 ,  and 10-year  U.S.  T reasury

constant maturity rates (at the time of his analysis in January 2007) for the

risk-free (rf) component of his CAPM model. This produced his risk-free

return of 4.70 percent versus the 4.09 percent 4-week average of 91-day

T-bills that I used in my analysis.

Where do Mr. Reeker's 5, 7, and 10-year U.S. Treasury constant maturity

10 rate yields stand in the current interest rate environment?

11 A. As of the week ending October 5,  2007, Mr. Reiter's 5,  7,  and 10-year

12

13

14

U.S. Treasury constant maturity rates of 4.69 percent, 4.74 percent and

4.75 percent respectively have all dropped to 4.25 percent, 4.38 percent

and 4.57 percent,

15

16

17

18

Did Mr. Reiker use betas published by Value Line?

Yes. For his CAPM analysis Mr.  Reiker used the 0.86 average of  the

Value Line betas published on his seven water companies. His 0.86 beta

19

20

21

coefficient is lower than the more recent 0.90 average that I obtained for

my sample of four water companies and is higher than the 0.84 average

that I obtained for my sample of ten LDC's.

22

A.

Q.

A.

Q.
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1

2

3

4

5

6

7

Please compare the market  r isk premium used in your CAPM analysis

with the market risk premium used by Mr. Reiker.

I  used a  marke t  r i sk  p rem ium o f  6 .31  percent  in  my mode l  us ing  a

geometric mean and a market risk premium of 8.21 percent in my model

using an arithmetic mean. Mr. Reiker used an historical risk premium of

7.50 percent and a current market risk premium of 4.40 percent in order to

arrive at his average CAPM estimate of 9.80 percent.

9~ Q. Please comment on Mr;Reiker 's  supplemental betas that  recalculated

10 himself.

'11 Mr. Reiker's supplementaI betas were calculated in order to demonstrate

12

13

14

15

that water company betas are higher than those published in Value Line.

According to Mr.  Reiker his  beta calculat ions demonstrate that  water

company betas are steadily increasing when using data obtained over a

shorter t ime than the f ive-year observation period used by Value Line's

16 analysts.

17

18

19

20

21

22

23

Do you believe that Value Line betas are still reliable based on the results

of Mr. Reiker's analysis?

Yes. If  anything, the use of Value Line betas is actually more desirable

from the standpoint of consistency and comparability. The use of Value

Line betas, which, as I stated earlier are adjusted to compensate for their

long-term tendency to converge toward t.00, are calculated over the same

A.

A.

Q.

Q.
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1

2

3

4

5

5-year historical period that Value Line uses to collect the fundamental

accounting data that almost all analysts use in the DCF model (Le. the

historical information that I used as a benchmark for making long-term

projections). Furthermore, as in this case, the use of Value Line betas

allow for easier comparisons of CAPM analyses performed by various

6 parties.

7

How did Mr. Reiker arrive at his final 11.30 percent cost of common equity

9 for the Sun City District? I

10

11

Mr. Reiker's final 11.30 percent cost of equity estimate falls within a range

of equity estimates that were calculated using the Hamada methodology

12

13

14 The cost of equity estimates, using the

15

16

17

which recalculates the beta coefficient used in the CAPM to reflect capital

structures containing levels of debt that range from 25 percent to 75

percent (Schedule JMR-25).

Hamada methodology, range from 9.0 percent assuming a capital

structure comprised of 25 percent debt, to 14.80 percent assuming a

capital structure comprised of 75 percent debt.

18

19 Please comment on Mr. Reiker's method of obtaining his final cost of

20

21

equity estimate.

Mr. Reiker's final estimate ignores all of the results obtained from his DCF

22 analysis and relies solely on the estimates obtained from his Hamada

23 adjusted beta coefficient. In effect it provides a cost of common equity

66
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1 estimate that relies too heavily on the CAPM model, which I believe is less

2 reliable than the DCF model.

3

4 Q, Please explain why you believe that the CAPM model is less reliable than

5 the DCF model?

6

7

Because the CAPM model ignores fundamental data (Le. the accounting

information on dividends and retention ratios) that is specific to individual

9

10

11

firms that make upproxy samples. Over the years I havefused CAPM Ina

supporting role only and have placed more emphasis on mY DCF results.

Only recently have l given my CAPM equal weight by averaging the

results with my DCF analysis. A good argument could be made to weight

12

13

14

15

16

the DCF more heavily in order to arrive at a final cost of equity estimate.

This is mainly to provide the Commission with an estimate that is

comparable to the estimates made by ACC staff. For this reason l believe

my 10.02 percent recommendation is a better estimate of what Arizona-

Amerioan's cost of equity is.

17

18

19

Does your silence on any of the issues, matters or findings addressed in

the testimony of Mr. Reiker, Mr. Reiter constitute your acceptance of his

20

21

positions on such issues, matters or findings?

No, it does not.

22

A.

Q.
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1 Does this conclude your testimony on Arizona-American's Sun City/Sun

2 City West Districts?

3 Yes, it does.

4

68
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Appendix 1

Qualifications of William A. Rigsby, CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination

Michigan State University
Institute of Public Utilities
N.A,R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor II and III
Accounting & Rates -. Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix. Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor II
Arizona Department of Revenue
Transaction Privilege l Corporate Income Tax Audit Units
Phoenix. Arizona
July 1991 .- October 1994



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No Type of Proceeding

ICE Water Users Association U-2824-94-389 Original CC&N

Rate IncreaseRincon Water Company U-1723-95-122

Ash Fork Development
Association. Inc E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association. Inc U-1853-95-328 Rate Increase

Mirabell Water Company, Inc U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association u-2195-95-494 Rate Increase

Pineview Land &
Water Company U-1676-96-161 Rate Increase

Pineview Land &
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas utilities
Company - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth
To Issue Stock

W-01651 A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.I

utility Company Docket No . Type of Proceeding

W~01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Maraca Water Service, Inc. W-01493A-99-0398

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530 Financing

GTE California, Inc. T-01954B-99-0511 Sale of Assets

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc,

American States Water Company W-02113A-00-0233 Reorganization

W-01303A-00-0327 FinancingArizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227 Financing

360networks (USA) Inc. T-03777A-00-0575 Financing

W-02074A-00-0482 WIFA FinancingBeardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461 WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates. Inc W-022t 1 A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A~01-0165 Financing

Picacho Water Company W-03528A-01-0169 Financing

W-03861A-01-0167 FinancingRidgeview Utility Company

Green Valley Water Company W-02025A-01-0559 Rate Increase

Bella Vista Water Company W-02465A-01-0_76 Rate Increase

Arizona Water Company W-01445A-02-0619 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.I

utility Company Docket No . Type of Proceeding

Arizona-AmericanWater Company W-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0650 Rate Increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water & Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-06-0014 Rate Increase

Arizona-American Water Company W-01303A-05-0-18 Transaction Approval

Arizona-American Water Company w-01303A-05-0405 ACRM Filing

UNS Gas. Inc G-04204A-06-0-63 Rate Increase

Arizona-American Water Company WS-01303A-06-0403 Rate Increase

Arizona-American Water Company WS-01303A-06-0491 Rate Increase

UNS Electric. Inc E-04204A-06-0783 Rate Increase

Arizona Water Company W-01445A-00-0962 ACRM Filing

Arizona Water Company W-01445A-02-0_19 ACRM Filing





INDUSTRY TIMELINESS: 96 (of 98)

Composite Statistics: Water Utility Industry

2003 2004 2005 2006 2007 2008 10-12
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Water utility companies, for the most part,
stumbled out of the gate. Most posted little, if any,
earnings growth in the first quarter (none had
reported second-quarter results at the time that
we went to press with this issue), hampered by
unfavorable weather conditions and burgeoning
operating expenses.

Although we look for more normalized weather,
coupled with an improving regulatory climate, to
help earnings growth get back on track in the
coming months, we do not envision that stock
price's will follow suit. In fact, as a whole, this
industry offers minimal investment appeal at this
juncture. None of the stocks here are ranked fa-
vorably for the year ahead or out to late decade
because of concerns about rising infrastructure
costs and more stringent standards by the Envi-
ronmental Protection Agency (EPA) regarding wa-
ter purification standards.

Improved Backing

inf ras t ruc ture demands that  we ant ic ipate going for -
ward.  Maintenance cos ts  have been inc reas ing at  a
decent c lip in recent years and are likely to only creep
higher ,  g iven the age of  cur rent  water  sys tems  and
increasingly stringent EPA regulations. Indeed, many of
the current infrastructures are more than 100 years old
and in need of serious upkeep, or even complete replace-
ment in some cases. Making matters worse, the Envi-
ronmental Protec t ion Agency (EPA)  cont inues  to in-
c r eas e i t s  wat er  pur i f i c at ion  s t andar ds ,  g iven  t he
geopolit ical volat i l ity wor ldwide and the threat  of  bio-
ter ror is t  ac t ions on U.S.  water  systems.  In all,  inf ra-
s t ruc ture repair  cos ts  are expec ted to c l imb into the
hundreds  of  mil l ions  of  dollars  over  the next  two de-
cades. However, the dearth of funds on hand will force
each of the companies here to look to outside financiers
to make the improvements.  Unfor tunately,  the neces-
sary s tock  and/or  debt  of fer ings  l im i t  any potent ial
shareholder gains,

On the other hand, though, some of the bigger players
in this industry are benefit ing from the aforementioned.
Many smaller companies without the resources to meet
the higher expenditures are selling, giving larger enter-
pr ises an opportunity to increase their  customer base
and improve their  long- term prospects. Aqua America
has been the biggest  benef ic iary to date,  ink ing deal
af ter  deal.  in fac t ,  it  has another  15 to 20 purchases
slated for this year.

Investment  Advice

In th is  day and age,  every s tate has  an appointed
adminis trat ion in place designed to keep a balance of
power between ut ility providers and consumers and to
ensure fair  play.  Unfor tunately,  such has not  always
been the case.  State run regulatory author it ies  have
tended to side with consumers in recent memory, caus-
ing a great  deal of  problems for  ut il it ies .  That  said,  it
appears as though the t ide may be turning back in the
providers favor. In California, for example, the Califor-
nia Public Utilit ies Commission (CPUC), thanks to the
urging of Governor Schwarzenegger, has taken a much
more business-fr iendly approach of late, handing down
quic k er  and gener al ly  mor e f avor ab le r u l ings .  And
things may even get better for Cal-based utility proved»
ere such as California Water Service Group and Ameri-
can States W ater There is  heavy speculat ion that the
CPUC will authorize some of the proposals included in
the Water Action Plan that was adopted a few years back
as soon as the end of the year. Such a scenario would be
a
earnings growth looking ahead

boon for  ut i l i t y providers ,  result ing in more s table

Capital Constraint  Concerns

Most investors will want to avoid stocks in this indus-
try. Although an improving regulatory landscape and a
wh i t e hot  ac qu is i t ion  mar k et  augur  wel l  f or  lar ger
players bottom-lines, the capital intensive nature of the
industry str ips away most of  the growth potent ial that
we envis ion.  In fact ,  each of  the issues in the coming
pages holds below~avcrage apprec iat ion potent ial for
both the coming s ix to 12 months  and 3 to 5 years
Although some of  the issues  here of fer  bet ter - than
average dividend yields ,  we s t i l l  think  that  there are
better income alternatives to be had. California Wateris
the only dividend-bear ing of fer ing wor thwhile at  this
t ime. That  said,  potent ial investors  ought  to carefully
examine the individual repor ts  in the next  few pages
before making any commitment

None of the companies included in this industry has a
healthy cash pos it ion.  In fac t ,  mos t  have very l i t t le
capital on hand. This is a significant concern, given the Andre J. Costanza
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C R C  e v e r y  y e a r  f o r  o n e  a l '
C o n s e q u e n t l y ,  w e  l o o k  f o r  a  f a -

d e c i s i o n
u t i l i t y  c o m p a -

f o r n l a ,  f o r  i t s  m o r e  b u s i n e s s - f r i e n d l y  d i s -

II.

r e s o l v e d .  T h e  c o m p a n y
o f  $ 0 . 3 1  a  s h a r e  i n  t h e  f i r s t  q u a r t e r , w o p e r a -

F u r t h e r  t r a c t i o n  i n

U n f o r e s e e n  r e g u l a t o r y  d e l a y s  t o o k  a
t o l l  o n  A m e r i c a n  S t a t e s  W a t e r ' s  f i r s t -
q u a r t e r  p e r f o n n a n c e .  A l t h o u g h  w e  h a v e
b e e n  p o s i t i v e  o n  t h e  C a l i f o m l a  p u b l i c  U t i l -
i t i e s C o m m i s s i o n ( C P U C ) , w h i c h i s
r e s p o n s i b l e  f o r  o v e r s e e i n g
m i e s  a n d  t h e i r  b u s i n e s s  p r a c t i c e s  i n  C a l l -

p o s i t i o n  i n  r e c e n t  y e a r s .  t h e  b o a r d  a p p e a r s
t o  h a v e  r e v e r t e d  b a c k  t o  i t s  o l d  w a y s .  T h e
c o m p a n y ' s  g e n e r a l  r a t e  c a s e  ( G R C )  f o r  R e -

i o n o r i g i n a l l y  e x p e c t e d  t o  b e  h a n d e d
§ . , w n  b y  t h e  e n d  o f  l a s t  y e a r .  h a s  y e t  t o  b e

r e p o r t e d  e a r n i n g s
s o . o 4

l o w e r  t h a n  w e  a n t i c i p a t e d .  a s  w e  h a d  b e e n
e xp e c t i n g  a  f a v o r a b l e  r e s o l u t i o n .
S t i l l ,

b e  h a n d e d  d o w n  s h o r t l y .
c l a i m  i s  s t i l l  b e i n g  d i s p u t e d
o f  R a t e p a y e r s  A d v o c a t e  t h e r e

c  A n g e

d u r i n g
c h a n g i n g

o f  s w i f t e r  d e c i s i o n s .  R e c e n t  r u l i n g s ,  a l o n g
w i t h  t h e  2 0 0 5  a d o p t i o n  o f  a  W a t e r  A c t i o n
P l a n .  p o i n t  t o  a  c l e a r  s h i f t  i n  t h e  r e g u -
l a t o l a  i n  H e l d .  T h i s  i s  v e r y  i m p o r t a n t
as X4/E 14.5 a
i t s  r e g i o n s .
v o c a b  e i n  t h e  a f o r e m e n t l o p e d
c a s e .  a l o n g  w i t h  f u t u r e  C R C s '  t o  p a v e  t h e
w a y  f o r  s o l i d  e a r n i n g s  g r o w t h  i n  t h e  n e x t
f e w  q u a r t e r s  a t  l e a s t .
E x p a n s i o n i n t o m i l i t a r y b a s e s i s
I m p r o v i n g  t h e  c o m p a n y l o n g - t e r m
p r o s p e c t s .  A m e r i c a n  h a s  b e e n  a c t i v e l y
p u r s u i n g  c o n t r a c t s  w i t h  t h e  g o v e r n m e n t  t o
o u t s o u r c e  w a t e r  a n d ' a s t c w a t e r
s o n s  a t  m i l i t a r y  b a s e s .
t h e s e  n o n r e g u l a t e d  s e c t o r s  c o u l d  s u b s t a n -
t i a l l y  I n c r e a s e  A W R ' s  p r o f i t a b i l i t y  o u t  t o
l a t e  d e c a d e .
N e v e r t h e l e s s ,  t h e s e  u n t i m e l y  s h a r e s
a r e  n o t  f o r  e v e r y o n e .  C a p i t a l  c o n -
s t r a l n t s  a r c  l i k e l y  t o  e r a s e  m o s t  o f  t h e  t o p -
l i n e  b e n e f i t s  m e n t i o n e d  a b o v e  i n  t h e  c o m -
i n g  y e a r s .  I n d e e d .  t h e  f i n a n c i n g  I n i t i a t i v e s
r e q u i r e d  i n  m e e t  t h e  g r o w i n g  i n f r a s t r u c -
t u r e  c o s t s  t h a t  w e  e n v i s i o n  l i m i t  t h e
s t o c k ' s  3 -  t o  5  y e a r  t o t a l  r e t u r n  p o t e n t i a l .
A n d r e  J  C a s l a n z a J u l y  2 7  2 0 0 7

w e  t h i n k  t h a t  t h e  D e l aLy is an
anomaly and that a ruling is rely to

A l t h o u g h  t h e
b y  t h e  O f f i c e

. h a s  b e e n  a
d e a r I n  t h e  r e g u l a t o r y  c l i m a t e
s i n c e  C o v e r n o r  S c h w a r z e n e g g e r  t o o k  t h e
h e l m .  H e  h a s  m a d e  i t  a  p o i n t  t o  g i v e  u t i l i -
t i e s  b e t t e r r e p r e s e n t a t i o n t h e
d e c i s i o n - m a k i n g  p r o c e s s  b y t h e
m a k e u p  o f  t h e  C P U C  t o  i n c l u d e  a d v o c a t e s

go; early August
nnnaum hiwlmy paid . ally Much.

JIllie. Sepumtaar. Duoamher. llnbhrd fuilwld-
mam pill avalablc.

(ql»maliulu.aql»a=af¢=piu. B r
15
as
e0

Cump9.»¥ lu=aunsuungu\

Pda Gl8l\l1 Prfdmnn
Eamlngs rnulmuny

19.5
14.1

Target Price Range
2010 2012

80

60
50

40

30
25
20

15

10
-755

In

I
lb Illll

\l l l l l l
\lllllll m m

8.8

.56

7.0%

(A) Primary earnings. Excludes nonrecurring
gains: '91, 73¢, '92, 13¢; '04, 14¢; '05, 25¢,
'06, 6¢ Quarterly earnings may not sum due to
change in share count Next earnings report
° 2007, Value Line Publish , Inc. All ii ms reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN This publication is strictly for subscriber's own, non-commercial, internal use. No pan
of it may be reproduced, resold, stored 01 transmitted in any printed. electronic or other lam, or used for gaierating or marketing any printed or electronic publication, service or productI



oA UAAMERICANYSE-WTR
RECENT
PRICE 22.27

PIE
RATIO 27.8(L'2:I£2,?§31;8)

RELATIVE

PIE RATIO 1 . 4 1
ADIVD

YLD 2 . 2 %
v

L
UE
E

11.5
7.6

12.0
6.3

14.8
9.4

15.0
96

16.8
11.8

18.5
14.2

29.2
17.5

29.8
20.1

24.0
20.54TIMELINESS Raised319/07

SAFEW 3 Luweled 8l1l03

TECHNICAL 3 Raised llI13l07

BETA .go (1.00 Market)

Ann'l Total
Return
1 0 %N i l

Price
3 0
1 9

2010-12 PROJECTIONS

Gain
( + 3 5 % l
( - 1 5 %

H'gh
LfLw

In s id e r  D e c is io n s
S O N D J F M A M
0 0 0 0 0 0 0 0 0
0 2 4 2 0 1 0 0 2
0 2 3 2 0 1 0 0 2

in Buy
Options
10 Sell

Institutional Decisions
302006 40200s 102007

Io Buy 119 122 108
10 Sell 84 91 95
Hld's(000 44837 51 B14 56295

4. mr-3
1

n r-4 .in II

5.ror»4 II lllll\ |1 o
5. for-4 I I..1 ll
i III '

'HI |

. | '
.l-*1+l

I
11\11111111

HI" al ...no

2011

4|01~3 Eph! 1/98

5lof-4 split 12101

O

L E G E N D S
1.60 x Dividends I' sh
divided Hg Interns Rate
Relative rice StrengM

31012 split 7/96

5lar-4 spilt 12/00

5401-4 split 12/03
4»|or-3 split 12/05

EVans: Yes . . .
Named area indicates recession

I
| I

11111 *, |, a
I I I

re:...
•

I I

I I ' I I  I usu umm Will
I | I .I1

H.. I.| .  l l .I I I

I ll
2008 © VALUE UNE PUB., INC 10-12

4.80
1.55
.90
.as

Revenues per sh
"Cash Flow" per sh
Earnings per sh A
Div'd DecI'd per sh "I

5.35
1.80
1.05
.70

2.15

7.45

Cap'l Spending per sh

Book Value per sh

2.30

9.30

136.00 Common SheOutst'g c 140.00
mes are

Line

Otes

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

23.0

1.55

2.9%

650
120

Revenues($mill)
Net Profit ($miII]

750

15a

39.0%

2.0%

Income Tax Rate
AFUDC % to Net Profit

39.0%
2.0%

52.0%/.

48.0%

Long-Term Debt Ratio
Common Equity Ratio

51.0%
49.5%

2110

2850

Total Capital ($miII)

Net Plant ($miII)

2550

3500

7.0%

11.5%

11.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

7.5%

11.5%

11.5%

45%
64%

Retained to Com Eq

All Div'ds to Net Prof

4.0%
66%

2004 2005 200s
3.48

1 0 9

.64

.37

3,85
1.21
,71
,40

4.03

1.2B

,70

.44

1.54
5.89

1.84
6.30

2.05
6.96

177.18 128.97 13233
2 5 1

1.33

2.3%

3 1 B

1 6 9

1.8%

34]
I.B7

1.B%

442.0

80.0

4968B

9 1 2

533.5

92.0

384% 3B.4%

2.9%

395%
2.0%

50.0%

50.0%

52.0%

48.0%

515%
48.4%

1497.3
2069.8

18904
228D0

1904.4

25050

5 1 %

10.7%

10.7%

63%
11.2%
11.2%

6.4%

10.0%

t000%

2001 2002
2.70
.86
.51
.30

2.85

.94

.54

.32

109

4 1 5

1.20

4.36

113,97 113.19
23.8

1.21

2.5%

23.6

1.28

2.5%

307.3
58.5

322.0

62.7

39.3% 38.5%

52.2%

47.7%

54.2%

45.8%

990.4

1368.1

1076,2
14903

7.8%

12.3%

12.4%

7.6%

12.7%

12.7%

1991 1992 1993 1994 1995 1996 1997 1998 1999

2.14
45
.25
.19

1,52

39

24

.20

170
42
.24
.21

1.82
.42
,26
21

1.84

.47

.29

.22

1.86

.so

. t o

.23

2.02

.56

.34

.24

2 0 9

.61

.40

.26

2.41
,72
.42
.27

.54
207

.60
2.09

.47

2.29

.46

2.41

.52
2.46

.48
2.69

.CB
2.84

.82

3.21

.90
3.42

4142 51.20 59.40 5977 63.74 65.75 67.47 72.20 106.80

10.8

.69

7,2%

12.5
76

s o

1 4 4

.B5

5.9%

13.5
.BE

8.0%

12.0

.80

6.2%

156
.QB

4.9%

17.8

1.03

3.9%

22.5
1.17

2.9%

21.2

1.21

3.0"/>

136.2
23.2

151.0
28.8

257.3

45,0

40.6% 40.5% 38.4%

54.4%

44.8%

52.7%

46.6%

52.9%
46.7%

427.2
534.5

496.6

609.8

7 8 2 1

1135.4

74%
119%
12.0%

7.6%

12.3%

12.4%

7.6%

122%

12.3%

CAPITALSTRUCTUREas of 3/31/07
Total Deb! $10893 mill. Due in 5 Yrs $143.3 mill.
LT Debt$10485 chill. LT Interest$16.5 mill.
(LT interest earned: 36x total interest coverage:
34x) (50'/ of Cap'l)

Pension Assels-12/06$128.5 mill
Oblig. $178.3 mill.

Pfd Stock None
CommonStock 132,593,971 shares
as of 4/23/07

MARKETCAP: ss,obillion(Mid Cap)

2006 3/31/07z005

44.0
72.1
10.2
8.4

134.7
49.4

150.4
55.8

255.6
360 /,

15.1
73.7
10.9
8.5

108.2
28.9
41 .2

168.2
238.3
360%

11.9
62.7
7.B
76

90.0
55.5

1B3.1
44.7

253.3
377%

CURRENTPOSITION
($MlLL.)

Cash Assets
Receivables
Inventory (Avast)
Other
Current Assets
Acres Payable
Deb! Due
Other
Current Liab.
Fix. Chg. Cov.

Past
Yrs.
8.5 A
9.0%
8.0%
7.09

11.0%

Pas!
1DYrs.

7.5%
10.0%
90%
5.5%
9.5'V

Est'd '04-'06
to '10-'12

6.0%
7.0%
7.5%
9.5%
6.5%

ANNUAL RATES
of change (per sh)
Revenues
'Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (8 mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

99.8
114.0

118.0

137.3

145

106.5

123.1

131.7

150

155

120.3

136.8
147,D

165

185

115.4

122.9

136.8
147.7

155

442.0

496.8

533.5

600

650

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.3D Sep330 Dec.31
Full
Year

2004

2005

200s

2007

2008

.17

.17

.19

.23

.22

.13

.15

.13

.13

.20

.20

.22

.21

.25

.24

.14

.17

.17

.19

.24

.64

.71

.70

.80

.90

Cal-
ehdar

QUARTERLY DIVDENDS PAID B l

Mar.31 J un. 3 0  Se p. 3 0 Dec.31

Full
Year

2003

2004

2005

2005

2007

.0B4

.09

.098

.115

.09

.098

.107

.115

.084

.09

.098

.107

.115

.084

.09

.098

.107

.115

.34

.37

.40

.44

3.6%
70%

4 5 %

64%

4.3%
65%

4.7%

60%

5.1%

59%

5.2%

59%

4 2 %

59%

4 5 %

57%

4.9%

56%

3.7%

63%

4,0%

63%

Target Price Range

mlll I'll

(A) Primary shares outstanding through '96
diluted thereafter. Excl. nor rec. gains (losses)
91, (@4¢); .92, (38¢1: '99, 111¢1, '00, 2¢: '01
2¢, '02, 5¢; '03, 4¢, Excl. gain from disc. opera
Q 2007, Value Line Publishing, Inc, All rt resewed. Factual malarial is obtained from sources believed to be reliable and is provided without warranties al any kind
THE PUBLISHER IS NOT RE pons1BLE'r0R ANY ERRORS OR OMISSIONS HEREIN. noncommerdal, internal use. No part
of it may he reproduced, resold, stored or transmitted in any printed, electronic or other form, service M product

This publication is strictly For subscriber's own,
Ur used lot generating of markeling any printed or electronic pubMcalion,



CALIFORNIA WATER NYSE-cm 36.53
RECENT
PRICE

PIE
RATIO 22.8183€23§3'8:3) 1.16RELATIVE

PIE RATIO

ADIV'D
YLD 3.2%

v
L

UE
E

32.0
22.6

31.4
21.5

286
22.9

26.9
20.5

31.4
23]

37.9
26.1

42.1
31.2

45.8
32.8

44.6
34.2

High 1
Low:

21.9
16.3

29.6
1864TIMEUNESS Raised 5l18I07

SAFEW 3 Luwered 7127107

TECHNICAL 4 Lowered 7l5l07

BETA ,so (1.00-Market)

Price
5 5
3 5

2010-12 PROJECTIONS
Ann'l Total

Return
1 3 %

2 %
H'gh
Law

Gain
( + 5 0 %l

( - 5 %

In s id e r  D e c is io n s
S O N D J F M A M
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

in Buy
onions
lg Sell

In s t i t u t io n a l  D e c is io n s

302006 40zoos
35 BE
37 2G

5853 8338

l o B o

WsJ
HId's(DUO

1Q2007
51
39

B626

».»*

111

2011

Na

LEGENDS
1,33 x Dlvldends ? sh
divided Hg lnteres Rate
Relative rice Snenglh

2-lor-1 spot 1/98
Ogtlons. . .

hadedarea scales recessmn

I . I I

I I lILI!l
.l o

II l l ' | . . . I 411 I Ill I

11.11 ll\
v,,l.-"-*

ll 1

II

l,s
n l

% TOT. RETURN 6/07
VLRRITH.

INDEX
21 .3
49.1

109.8

mis
STOCK

8.2
49.8
78.2

1 yr.
3 yr.
5 yr

| ! Il I l l l.llllllll.I'll
Percent
shares
traded

4.5
3

1.5 I
I

In
III I

I I
I ml.1 I I l . I

III I
1999 2000

15.96

2.75

1.53

1.09

15.16

2.52

1.31

1.10

3 4 4

13.43

2.45

1290

12.94 15.15

17.B

1.01

4.0%

19.8

1.27

4.3%

244.B

20.0

205.4

19.9

37.9% 42.3%

46.9%

52.0%

48.9%

50.2%

333.8

515.4

388.8

582,0

7.8%

11.2%

114°/o

6.B%

10.0%

10.1%

I ll
II I

2005 2006 2007 2008 © VALUELINE PUB., INC2001
16.26

2.20

.94

1.12

4.09

1295

15.1B

27.1

1.39

4.4%

246.8

14.4

$9.4%

50.3%

48.8%

402.7

624.3

5.3%

7.2%

7.2%

2002 2003
17.33

2.65

1.25

1.12

16.37

2.51

1.21

1.12

5.82

13.12

4,39

14,44

1518 16.93

19.B

1.0B

4 5 %

22,1

1.26

4.2%

263.2

19.1

277.1

19.4

391% 39.9%

10.3%

55.3%

44,0%

502%

49.1%

4 5 3 1

697.0

49B.4

759.5

5.9%

9.4%

9.5%

5.6%

7.8%

7.9%

2004
17,18

2.83

1,48

1.13

3,73

15,66

18.37

- 2 0 1

1.06

3.9%

315.6

26,0

396%

3 2 %

48.6%

50.8%

565.9

800.3

6.1%

8.9%

9.0%

199B
14.76

2.50

1.45

1.07

2.74

13.38

12.62

17.8

.93

4.2%

188.3

18.4

38.4%

44.2%

54.7%

308.6

478.3

7.B%

10.7%

10.8%

1991 1992 1993 1994 1995 1996 1997
11.18

1.98

1.21

.90

12,29

1.92

1.09

.93

13.34

2.25

1.35

,ah

12.59

2.02

1.22

.go

13.17

2.01

1.17

1.02

14.4B

2.50

1.51

1.04

15.48

2.92

1.83

1.06

3.03

10.35

3.09

10.51

2.53

10.90

2.26

11.56

2.17

11.72

2.83

12.22

2.51

13.00

11.38 11,38 11.38 12.49 12.54 12.62 t2.B2

13.7

.82

6.4%

11.9

.75

5.8%

12.6

.73

4.6%

11.2

.72

6.6%

14.1

.86

G.1%

13.6

.80

5.2%

14.1

.92

5.8%

17.44

3.03

1.47

1.14

16.20

2.71

1.34

1 1 5

17.60

3.20

1.60

1.16

18.60

3.45

1.75

1.17

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div 'd Ded'd per sh e I

21.30

3.90

2.15

1.20

5.14

15.79

5.05

18.15

4.35

19.05

4.50

19.55

Cap'l Spending per sh

Book Value per sh c

4.35

21.30

18,39 20.66 21.00 21.50 Common Shs 0ut$ t 'g U 2100

29.2

1.58

2.9%

24.9

1.33

3.1%

Bold kg
Value
esnh

urn a n
Line
ans

Avg Ann'l PIE Ratio

Relative P/E Ratio

Avg Ann'I Div'd Yield

21.0

1.40

2.7%

320.7

27.2

3 3 4 ]

25.6

370

35.0

too

40.0

k¢V¢nu¢$ <$mi1l1
Net Profit ($mill)

Q90

50.0

42.4%

3.3%

37.4%

10.6%

41.0%

Nil

41.0%

Nil

41,o%

Nil

Income Tax Rate

AFUIJC % to Net Profit

48.3%

511%

4 1 5 %

55.9%

44.5%

55.0%

46.5%

53.0%

Long-Term Debt Ratio

Common Equity Ratio

48.5%

51.0%

568.1

862.7

6701

9415

730

1000

790

1060

Total Capital ($mill)

NetPlant ($mill)

965

1240

6.3%

9.3%

9.3%

5.2%

6.8%

e.a%

6.5%

8.5%

s.s%

6.5%

9.5%

9.5%

Remrn on Total Cap'I

Recur  on Shu Equity

Recur on Com Equity

7.0%

1o.0%

10.0%

CAPITAL STRUCTURE as of 3131/07
Total Debt $293.2 mill. Due in 5 Yrs $120 mill.
LT Debt $291,-1 mill. LT Interest $22.0 mill.

(LT interest earned: 4.0x, total inf. coy.: 3.7x)

Pension Assets-12/06 $78.4 mill.
Obllg. $109.1 mill.

Pfd Stock $3.5 mill. Pfd Div 'd $ 15 mill.
130,000 shares 4.4% cumulative ($25 par).

Common Stock 20,656,459 she.
as of 5/1106
MARKET CAP! $750 million (Small Cap)

2005 3/31/072005

9 .5
42 .7
52 .2

36.1
1 .1

39 .5
7G.B

361°/

43.1
45 ,1

88 .2

33 .2
1 .8

27 .9
62 .9

3 9 0 %

60 .3
4 9 , 3

1 0 9 .5

33 .1
1 . 5

35 .3

70 .2
3 1 7 %

CURRENT POSITION
($MM.)

Cash Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Limb.

Fix. Chg. Cov .

Est 'd '04- '0s
to '1D»'12

4 . 0 %
5 . 5 %
7 . 0 %
1 . 0 %
4 . 5 %

Pas t
Yrs.
1 .0%
3 . 0 %
2 . 5 %

.5 /0
5 . 0 %

P a s t
10 Yrs.

2 . 5 %
2 . 5 %
1.0%
1.0%
3.5 /0

ANNUAL  RATES
at duane (per sh)
Re v e nue s
"Ca s h F lo w"
E a mmg s
Div idends
Bo o k Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

200a

69.4

77.8

80.6

88.0

92.0

97.1

101.1

1 0 7 8

120

130

88,9

81.5
81.1

90.4

100

60.2

80.3

65.2

71.8

78.0

315.5

320.7

3 3 4 ]

370

t o o

Cal-
endar

EARNINGS PER SHARE AE

Mar.31  Jun .30  Sep.30 Dec.31
Full
Year

2004

2005

goos

20o1

200s

.59

.41

.31

.59

.71

.as

. 7 7

.82

. 4 1

. 4 5

.0a

.03

.04

.07

.10

.20

.32

.31

.35

.38

1.46

1.47

1.34

1.60

1.75

Cal-
endar

QUARTERLY DMDENDS PAID e l

Mar.31 Jun.30 Sep.30 De¢;31
Full
Year

2003

20o4

2005

200s

2007

.281

.283

.285

.2875

.2B1

.283

.285

.2B75

.281

.283

.285

.2875

.290

.281

.283

.285

.2875

.290

1.12

1,13

1,14

1.15

6.0%

CB%

2.8%

74%

3.5%

70%

1 3 %

82%

NMF

119%

1.0%

90%

,7%

91%

2.1%

77%

2.1%

78%

1.0%

86%

2.5%

70%

3.5%

63%

Retained to Com Et

All Div'ds to Net Prof

4.5%

55%

Corp. (11100). Revenue breakdown. `0G: residential, 70%, business.

18%. public authorit ies, 5%. industrial, 5%. other, 2%. '06 reported
depress. rate: 3.3% Has roughly 870 employees. Chairman: Robert

W . Foy .  Pres ident  gr  CEO; Peter C.  Ne lson.  Inc . ;  De laware.  Ad-

dress :  1720 North Fi rs t  Street ,  San Jose,  Cali fornia  951124598.

Telephone: 408-387 8200. Internet: www.calwater.com.

BUSINESS: California Water Service Group provides regulated and

nonregulated water serv ice to over 2 mi llion people (483.900 ws-
tomers) in 83 communit ies in Cali tomia. Washington. New Mexioo,

a nd Ha wa i i . Ma i n s e rv i c e  a re a s : S a n  F r a nds o o  B a y  a r e a .

Sacramento Valley .  Salinas  Valley  San Joaquin Valley  & parts  of

Los Angeles. Acquired National Uti li ty Company (5i04). Rio Grande

s h a r e - n e t g r o w t h i n 2 0 0 8 ,

o f

C a l i f o r n i a  W a t e r  S e r v i c e  G r o u p  c a m e

o u t  o f  t h e  g a t e  q u i c k l y .  T h e  C a l - b a s e d

w a t e r  u t i l i t y  p r o v i d e r  p o s t e d  e a r n i n g s  o f

$ 0 . 0 7  i n  t h e  f i r s t  q u a r t e r ,  n e a r l y  d o u b l i n g

l a s t  y e a r ' s  f i g u r e .  R e v e n u e s  i n c r e a s e d  9 %

t o  $ 7 1  . 6  m i l l i o n ,  b e n e f i t i n g  f r o m  u n u s u a l l y

d r y  w e a t h e r  c o n d i t i o n s .
A n  i m p r o v i n g  r e g u l a t o r y  l a n d s c a p e

o u g h t  t o  h e l p  t h e  c o m p a n y  m a i n t a i n

i t s  e a r n i n g s  m o m e n t u m  o v e r  t h e  n e x t

f e w  q u a r t e r s .  T h e  C a l i f o r n i a  P u b l i c  U t i l i -

t i e s  C o m m i s s i o n  ( C P U C ) ,  w h i c h  i s  i n

c h a r g e  o f  k e e p i n g  a  b a l a n c e  b e t w e e n  c o n -

s u m e r s  a n d  u t i l i t y  c o m p a n i e s  o p e r a t i n g  i n

t h e  G o l d e n  S t a t e ,  h a s  t a k e n  o n  a  n e w

s t a n c e  s i n c e  G o v e r n o r  S c h w a r z e n e g g e r

t o o k  t h e  h e l m  a  f e w  y e a r s  b a c k .  I n  a  s t a r k

c o n t r a s t  t o  e a r l i e r  y e a r s ,  i t  h a s  b e e n  r u l i n g

o n  g e n e r a ]  r a t e  c a s e s  ( G R C )  i n  a  m o r e

t i m e l y  a n d  f a v o r a b l e  m a n n e r .  T h i s  i s  a

m a j o r  b o o n  f o r  C W T  b e c a u s e  i t  f i l e s  a  G R C

c o  r e c o v e r  h i g h e r  n o n o p e r a t i o n a l  c o s t s  f o r

e i g h t  d i s t r i c t s  e v e r y  y e a r .  M e a n w h i l e ,

t h e r e  i s  a  l i k e l i h o o d  t h a t  s o m e  o f  t h e  p r o -

p o s a l s  i n c l u d e d  i n  t h e  a d o p t e d  W a t e r  A c -

t i o n  P l a n  w i l l  b e  a u t h o r i z e d  b y  y e a r e n d .

T h e  i m p l e m e n t a t i o n  o f  t h e  r e v e n u e  a d j u s t -

m e n t  m e c h a n i s m ,  w h i c h  i s  a  w e a t h e r

n o r m a l i z a t i o n  c l a u s e ,  o r  s t r e a m l i n i n g  o f

t h e  G l i n t  p r o c e s s ,  s h o u l d  f u r t h e r  r e d u c e

r e g u l a t o r y  l a g  a n d  r e m o v e  a  g r e a t  d e a l  o f

e a r n i n g s  v o l a t i l i t y .  C u r r e n t l y ,  w e  l o o k
f o r  C W T  t o  p o s t  e a r n i n g s  g r o w t h  o f  1 9 %

t h i s  y e a r .

R i s i n g  i n f r a s t r u c t u r e  c o s t s  w i l l  l i k e l y

s l o w
t h o u g h .  L i k e  m a n y i t s  c o u n t e r p a r t s ,

C W T ' s p i p e l i n e s r e q u i r e a l o t o f

m a i n t e n a n c e  d u e  t o  i n c r e a s i n g l y  s t r i c t

E P A  g u i d e l i n e s .  H o w e v e r ,  w i t h  c a p i t a l  e x -

p e n d i t u r e s  s l a t e d  t o  t o t a l  r o u g h l y  $ 2 0  m i l -

l i o n  a  q u a r t e r  f o r  t h e  f o r e s e e a b l e  f u t u r e ,

C W T  w i l l  p r o b a b l y  n e e d  t o  l o o k  t o  o u t s i d e

f i n a n c i n g  t o  k e e p  u p .  T h e  h i g h e r  s h a r e

c o u n t  a n d / o r  i n c r e a s e d  i n t e r e s t  e x p e n s e

w i l l  d i l u t e  e a r n i n g s .  W e  l o o k  f o r  s h a r e - n e t

g r o w t h  t o  s l o w  t o  9 %  i n  2 0 0 8 .

M o s t  w i l l  w a n t  t o  t a k e  a  p a s s  o n  t h i s

u n t i m e l y  i s s u e .  I t  i s  r a n k e d  t o  l a g  t h e

m a r k e t  i n  t h e  y e a r  a h e a d .

S t i l l ,  i t  m a y  p i q u e  t h e  i n t e r e s t  o f  r i s k -

a d v e r s e  i n v e s t o r s  l o o k i n g  f o r  a n  i n -

c o m e  v e h i c l e .  I n v e s t o r s  s h o u l d  n o t e ,

h o w e v e r ,  t h a t  c a p i t a l  c o n s t r a i n t s  m a y  w e l l

l i m i t  t h e  c u r r e n t  d i v i d e n d  y i e l d  a  b i t .

A n d r e  J .  C o s t a n z a J u l y 2 7  2 0 0 7

33.8
20.8

Target Price Range
2010 2012

80

60
50
40

30
25
20

15
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_ 7 . 5

Q

\IHlllHII
.IIIII
,HIIII

HIHIIII
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\0-12

195.3

23.3

374%

454%

535%

3 0 6 ]

460.4

9 4 %

13.9%

14,1%

B++

00, (7¢)' '01, 4¢; 02, 8¢. Next earnings repos
(B) Dividends historically paid in mid-Feb
May, Aug., and Nov. l Dived reinvestment plan

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Basic EPS. Excl. nonrecurring gain (loss): C) Incl. deferred charges. In '0G: $69.5 mill
I 3.36/sh

due early  August available (D) In millions, adjusted for split
(E) May not total due to change in shares
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3.34

2B

,02

15

3.77

.44

.19

p a

4.03

.38

.08

.14

4.20

.38

.09

.08

4.84

.44

.12

.08

5.31

.46

.15

09

5 8 1

.53

.21

.09

5.63

,59

,25

.10

6.16

65

.31

11

7,49

.76

.38

.13

8 1 5

87

.42

.14

9.12

.86

.33

.15

10.70

.91

.44

.16

9.23

.67

.23

.18

9.10

.78

.34

.20

9.42

.85

.40

.21

9.60

1.00

.45

.24

10.00

1.10

.50

.25

Revenues per  sh

"Cash Flow" per  sh

Earnings per  sh A

Div'd Decl'd per  sh B

11.00

1.40

. 70

.34

.39

2.41

.42

2.42

.60

2.31

.72

2.31

.84

2.45

.95

2.40

.74

2 5 2

1 9

2.70

.53

3 0 5

.55

3.44

1.06

3.B4

1.78

4.27

1.14

4.90

1.26

6.17

1.66

6.49

1.87

6.98

1.90

7.60

1.95

8.45

Cap'l Spending per sh

Book Value per sh D

2.05

10,50

1180 11.80

1 5 5 '

.88

5.6%

11.97 12.13 11,74 12.45 1 2 6 5 12B3 13.12 1 3 9 9 14.17 14.35 16,17 20.36 22.33 23.80 25.00 26.00 Common Shs 0ut s t ' g  c

Avg .AnnTF7E 1383

Relat ive PIE Rat io

Avg Ann' l Div'd Y leld

30.00."`ii)"

1.40
2.3%

35.8

2.11

4.7%

22.3

1.46

4 2 %

14,6

.98

4,7%

16.5

1 0 3

3.4%

1 6 9

.97

2.7%

17,2

89

2 3 %

19.6

1,12

1.8%

17.0

1 1 1

2 0 %

19.8

1 0 1

1.7%

24.8

1.35

1 5 %

21 .2

1.21

1.7%

51.6

2.73

1.5%

35.5

1.89

1.6%

34.8

1.88

1.5%

Bold Fig

Value

destin

res are
Line
Otes

NMF

NMF

5.5%

CAPITAL S T R UC T UR E as of  3/31/07

Total Debt  $137.2 mil l .  Due in 5 Y rs $60.0 min,

LT De b i $135.7 mill. LT Interest  $2.1 mill.

[Total inleresi coverage:  2.7x) (44% of  Cap' l)

Leases,  Uncapita l ized:  Annual rentals  $5.7 mil l .

Pens ion L iab i l i t y  None

Pfd Stock $.458 mill. Pfd Div'd 5.006 mil l .

Common Stock 24,083,654 she,

as of  5/4/07

MARKET  CAP:  $300 million ( Smal l  Cap)

7 1 0

2.8

72,2

3 4

80.9

4 2

104.7

5.4

1 1 5 5

6.2

130.a

6.0

173.0

7.2

185.0

4 5

203.2

7.3

224.2

9.3

240

12.0

260

14.0.
36.0%

12.0%

Revenues ($NTII)

Net Pro@§ @ L _  . - . _ _
Income Tax Rate

AFUDC % to Net Profit

330`

_ 22.0

35.5%
12.5%

4113% 39.5% 39.0% 37.0% 36.0%

14.4%

34.9%

3.2%

353% 36.1%

11.0%

36.0%

9.5%

35.0%

12.5%

36.0%

11.5%

47.9%

51.3%

48.7%

50.5%

45.2%

54.1%

48.8%

50.7%

514%

4 8 2 %

56.7%

42.9%

47.9%

51.8%

47.9%

52.0%

44.7%

55.1%

43.6%

56.3%

44.0%

56.0%

44.0%

56.0%

Long-Term Debt Ratio

Common Equity Rat io

43.5%

56.5%

62.2

1 0 2 1

6.8%

s e e

109.2

7 4 %

73,9

113.7

7 5 %

95.0

157.B

7.6%

113.0

171.1

7.6%

1428

203.9

5.8%

152.8

213.5

6.2%

242.0

302.6

3.1%

262.9

344.8

4.1%

295.2

389.6

4.5%

340

450

4.5%

380

510

5.0%

Total Capital ($mill)

Net Plant ($mill)

Return on TotalCap'I

560

750

5.0%

8 0 %

8.1%

9.5%

9 5 %

1 0 3 %

1 0 4 %

11.1%

11.1%

11.4%

11,4%

9.7%

9.7%

9.0%

9.1Rx.

3.6%

3.6%

5.0%

5.0%

5.6%

5.6%

6.0%

6.0%

6.0%

6.0%

Return on Shr.  Equity

Return on Com Equity

7.0%

7.0%

2005 200s 3/31/07

3.0
25.6

4.3
27.5

3.0
25.5

18,4
45.0

7.5
1.5

19.1
28.2

16.5
48.3
12.7

1.4
21 .7
35.B

1 0 2
47.7
10.0

9.5
21.1
40.6

CURRENT POSITION
(SMILL)

Cash Asse!s
Receivables
Inventory (Avg Cat)
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.

4.5%

45%

6.0%

38%

7.0%

33%

7 3 %

31%

7 3 %

32%

6.3%

36°/u

5.8%

36%

.B%

78%

2.1%

58%

2.6%

54%

3.0%

51%

3.0%

51%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

54%

pub l ic  w a t e r  ut i l i t i e s  in Ca l i f o r nia ,  New  M exic o ,  O k lahoma ,  and

T e xa s .  S e r v i c e s  d o e s  mo s t l y  ma int e na nc e  w o r k  o n a  c o nt r a c t

bas is .  O f f .  &  D i r .  ow n 6 . 3%  o f  c om.  s he . ,  S t e in Roe  I nves t ment

Counci l , 9.7°/  (4107 proxy) .  CEO and Chainman:  Mark Swatek. Inc. :

DE.  Adar . :  One Wilshire Building,  624 S.  Grand Ave.  Ste.  2900,  Los

Angeles,  CA 90017.  Tel. :  213-929-1800.  Internet :  www.swwc.com.

BUSINESS: Southw est  Water  Company provides a broad range of

se r vices  inc lud ing  w a t e r  p r oduc t ion,  t r ea t ment  and  d is t r ibut ion,

w ast ew at er  co l lec t ion and t reat ment ,  ut i l i t y  b i l l ing and co l lec t ion,

ut il it y inf rast ructure construction ma na g e me nt ,  a nd  p ub l i c  w o r k s

services .  l l  operat es  out  o f  t w o groups ,  Ut i l i t y  ( 38/ »  o f  2006 reve
hues)  and Services (52%)  Ut i l i t y  ow ns and manages rateregulated

and replaced some of its workforce. These
strategies should help widen the operating
margin by 100 basis points this year. A11
told, for 2007, we expect share earnings of
$0.45, 13% better than 2006's tally.
The long-term prospects appear
decent. The company's ongoing restruc-
turing efforts should lead to increased
margins and profits over the next few
years. In addition, its recent acquisitions,
once fully integrated, will likely begin add-
ing more and more to the bottom line. In
sum, annual share net should advance by
about 10% out to the 2010-2012 period.
These shares are not particularly ap-
pealing at this time. Although South-
west should achieve a healthy share-net
advance this year, our timeliness Ranking
System suggests that this issue will lag
the year-ahead market. Also, this stock al-
ready trades within our projected Target
Price Range for the 2010-2012 period,
limiting capital appreciation potential to
that timeframe. However, our earnings es~
animates will likely be enhanced if South-
west Water can complete more acquisi-
tions over the next few years.
Ian Gentler July 2Z 2007

Shares of Southwest Water are down
more than 11% since our April report.
The decrease stems from the company's
March-period results. For the quarter,
share net was $0.03, a couple of pennies
below our estimate. The lackluster results
were attributed to increased expenses
stemming from ongoing restructuring in-
itiatives and unfavorable weather condi-
tions in Texas, which hampered certain
construction work, On the bright side,
Share earnings probably rebounded
i n the June quarter. We estimate that
share net came in at $0.13, 63% better
than the year ago period. The strong per-
formance we envision was mostly a reflec-
tion of the Services Group. This segment,
which accounts for about 50% of SWWC's
total revenues, continues to benefit from
expansion opportunities. The company
recently acquired Diamond Water Compa-
ny, which provides water services to 7,500
residents near San Antonio. This purchase
helped expand Southwest's market reach
and customer base. In addition, manage-
ment has been restructuring the Services
Group in order to reduce expenses. It has
renegotiated some lower-margin contracts

P a s !

10 Yrs.

7 . 0 %

5 . 0 %

1 0 . 5 %

9 .0 %

1 0 . 5 %

A N N U A L  R A T E S

of change (per sh)

R e v e n u e s

" C a s h  F l o w "

E a r n i n g s

D i v i d e n d s

B o o k  V a l u e

Past

Yrs.

5 . 0 %

0 . 5 %

. 2 . 5 %

9 . 0 %

1 3 . 5 %

Est ' d  ' 04- ' 06

to '10-'12

3 . 0 %

1 0 .5 %

74 .0%

9 .5 %

8 .0 %

Cal-

en d a r

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Ful l

Year

2004

2005

2005

2007

2008

39.8

45.2

50.8

48.1

62.0

55.0

54.7

60. 1

67.0

66.0

47.5

52.0

57.9

61.9

64.0

45.7

51.3

55.4

63.0

66.0

188.0

203.2

224.2

2 4 0

2 6 0

Cal-
endar

EARNINGS PER SHARE A

M ar . 31  J un.  30  Sep .  30  Dec .  31
Full
Year

2004

2005

zoos

2007

2008

. 13

. 15

.OB

. 1 3

. 1 5

d.01

. 06

. 13

. 1 3

. 1 1

.11

. 14

. 16

. 1 6

. 1 8

d 0 1

. 03

. 03

. 0 6

. 23

. 34

, 40

. 4 5

. 5 0

C a l-
e n d a r

QUARTERLY DIWDENDS PAID B

M a r . 3 1  J un. 3 0  S e p . 3 0 Dec . 31
Ful l

Year

2003

2004

2005

2006

2007

.046

.050

.052

.058

.042

. 046

. 048

. 052

. 058

. 042

.046

.048

.052

.058

.042

.046

. 048

. 052

.058

. 17

. 19

. 20

.21

Apr il,  July,  and October ,
(C) In millions,  adjusted for  splits.
(U) Includes intangibles.  In 20062 $36.0 million,

$1 .51 share. B
5 5
7 5
5 5

Company's Financial St rength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

Target Price Range
2010 2012

40

32

24

16

12
10
a

6

Illll
ro -1 2

(A) Diluted earnings. Excludes nonrecurring
gains (losses): '00, (3¢)» '01, (5¢), '02, 1¢_ '05,
(23¢). Next earnings report due late OCL
(B) Dividends historically paid in late January,
® 2007, Value Line Publishing, lr.. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties or any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This No pan
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INDUSTRY TIMELINESS: 95 (of 99)

Composite Statistics: Natural Gas Utility

2003 2004 2005 2006 2007 2008 10-12

29981

1395.3

33220

1517.2

41399

17BB8

41401

1823

44500

2050

46500

2150

Revenues ($miII)

Net Profit ($mill)

58000

2s00

37.4%

4.1°/

357%

45%

35.8 A

4.3%

36.1%

4.4%

36.0%

4.6%

36.0%

4.6%

Income Tax Rate

Net Profit Margin

36.0'/

4.8%

55.94

43.7%

53.2%

45.7°/

50.7,4

483%

52.0%

470%

51.0%

48.0%

51.0%

48.0%

Long-Tem1 Debt Ratio

Common Equity Ratio

52.0%

46.0%

28436

31732

31288

32053

33911

35030

35357

35944

36750

39000

38000

41000

Total Capital ($mill)

Net Plan! ($mill)

42000

45000

6.44

11.1%

11.2%

5.4%

10-4%

10.5%

6.9%

1079

10,84

67%

10.7%

110%

7.0%

11.5%

11.5%

7.0%

11.5%

11.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

7.5%

12.0'/

12,0%

4.1%

64%

40%

63%

4.4%

59%

4.6%

59%

5. 2%

60%

5.3%

60%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

60%

14.1

.80

4.5°/

156

,82

4.0%

16.2

.87

3.6%

15.8

.go

3.6'/

Bold ft urea are
VaN. Ume
est mares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

13.0

.as

4.67

314% 308% 331% 315% 325% 325% Fixed Charge Coverage 325%

Natural Gas Utility
R E L AT I VE  S T R E N G T H  ( R a t i o  o f  I n d u s t r y  t o  Va l u e  L i n e  C o m p . )
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The Natural Gas Utility Industry remains
ranked near the bottom of our industry spectrum.
However, most of the companies have posted solid
earnings gains in recent months. Additionally,
they tend to offer an above-average dividend yield
and decent total return potential. Still, the major-
ity of these firms have below-average capital ap-
preciation potential over the 3- to 5-year pull.

to any pending ca s es  with thes e firms . Recently, regula -
tors  ha ve  ha d a  tough tim e  finding ra te s  tha t s trike  a
ba lance between consumer and sha reholder interes ts . In
fact, shareholders  seem to be los ing out, This  has  caused
s om e  of the s e  bus ine s s e s  to  s e e  the ir ca s h  pos ition
tighten a s  they try to work with a  s ma lle r profit ma rgin.

De s pite  the  a fore m e ntione d cha lle nge s .  num e rous
compa nies  ha ve been trying to improve their opera tions

e ve r,  the s e  in itia tive s  will like ly p re s s u re  ope ra ting
m a rg ins  in  the  com ing  m onths .  S till,  th is  m a y be  o f
in te re s t to  inve s tors  with  a  long-te rm  vie w, a s  the s e
e nha nce m e nts  will p roba b ly con tribu te  to  g rowth  in
2008 and beyond.

Acquisitions
The number of companies in our Natural Gas Utility

Industry roster has declined from 15 to 13 since our last
report (two companies were acquired.) This is reflective
of the ongoing consolidation in the industry. These
companies are targets because of their cash-rich busi-
nesses. Additionally, utilities tend to produce consistent
and sustainable profit gains as service territories ex-
pand. Therefore, we believe the industry will continue to
consolidate in the foreseeable future.

Nonregulated Act iv i t ies
Many of these utilities have smaller businesses that

are unregulated by state commissions. These secondary
businesses can provide an interesting means for these
firms to diversify their revenue. Moreover, these ven--
tures provide additional flexibility, since the primary
stream of income is regulated by these commissions,
Some examples of these businesses include gas market-
ing, gas storage for offsystem customers, and heating,
ventilation, and conditioning service (HVAC). The fact
that these operations can increase share net is notable,
since return on equity is set by the regulatory state
commissions (usually in the 10%-12% range). All told, we
believe these ventures will not overtake the core busi-
nesses as the driver of these firms anytime soon.

Weather
Unseasonably warm or cold weather is a risk to the

companies in this industry. Any fluctuations that deviate
too far from the historical norm can create volatility,
which may cause these businesses to stray from their
slow, but consistent, growth. Some utilities are able to
hedge their risk by using weather-adjusted rate mecha-
nisms, which stabilize results when atypical conditions
occur. Warmer weather conditions affected many of the
companies in this industry in recent months. Notably, it
appears that rate mechanisms are becoming increase»
infly common in this business, As such, investors should-
keep an eye out for any firms that implement this new
strategy, if they are more interested in taking a position
in a utility that is less subject to seasonal swings in
earnings.

Investment Considerations
Most of the stocks in this industry are not suitable

vehicles to achieve above-average capital appreciation
potential over the 3- to 5-year pull. What's more, this
industry is ranked in the bottom half of our industry
spectrum, thereby limiting its appeal for the coming six
to 12 months. However, these business do tend to offer
healthy dividend yields. In fact, the average yield here is
more than double the Value Line median of 18%. Con-
servative accounts may be interested in the industry's
stable business and attractive layouts, but should be
cautious when considering a position in the Natural Gas
Utility Industry given the current environment. Most
investors would do better to look elsewhere, due to the
limited potential of this sector.

Operating Environment
The companies in this industry have to settle rate

cases with the respective state commission when trying
to change their charges for service. Currently. most of
the rates for these utilities are set. However, one of
WGL's subsidiaries just negotiated a new rate with
Virginia, which is tentatively in effect while pending
approval. Additionally, Southwest Cos is expected to file
rate cases in California and Arizona in the near future.
A favorable rate can spur bottom-line gains. so the
investment community is usually paying close attention
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2010-12 PROJECTIONS
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19.04

3.31

1.50

1.08

15.32

3.39

1.82

1.08

15.25

3.47

2.08

1.11

3.30

12.52

2.46

14.66

2.83

12.19

5510 56.70 64.50

14.6

.75

4.9%

12.5

.68

4.7%

12.5

.71

4.3%

1049.3

82.3

868.9

103.0

983.7

132.4

40.7°/»
7.8%

36.0"/¢
11.9%

35.9%

13.5%

B1.3%

38.7%

58.3%

41.7%

50.3%

49.7%

1735.3

205B.9

1704.3

2194.2

19014

2352.4

6.5%

12.3%

12.3%

8.1%

14.5%

14.5%

8.9%

14.0%

14.0%
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IIII I I I
2004

23.89

3.29

2.28

1,15

3.44

18.06

76.70

13.1

.69

3.9%

1832.0

153.0

37.0%
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3178.0

6.3%

11.0%

11.0%
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34.35

4.80
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3.20

21.65

78.00

Bold fig

Value

destin

2680

220

38.0%

8.2%

48.0%

52.0%

3250

3550

8.0%

13.0%

13.0%

2008 aw VALUE UNE PUB., INC2005 2006
34.98

4.20

2.48

1.30

33.73

4.62

2.12

1.48

144

19.29

3.26

20.11

11.10 77,70

14.a

.76

3.7%

13.5

.73

4.0%

2718.0
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2621.0
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37.7%

7.1v.
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8.1%
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49.8%

3114.0
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3436.0
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12.9%

12.9%

8.0%

13.2%

132'/»

1991 1992 1993 1994 1995 1996 1997 1998 1999
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1.04
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20.43

2.31
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1.03
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2.25
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23.59
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17.9
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13.8
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5.6%

14.7

.as

5.4%

13.9

.72

5.5%

21.4

1.22

5.5%

2000
11.25
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1.29

1.08

2.92

11.50

54.00

13.8

.88

6.2%

607.4

11.1

34.3%

11.7%

45.9%

48.3%

12B6.2
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7.4%
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11.5%

35.15
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33.1%
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48.7%
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47.5%
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45.3%
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1356.4

1496.6
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1534.0

1345.8
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7.3%

11.0%

11.3%
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11.1y,

12.3%

5.7%

7.1%

7.9%

CAPITAL STRUCTURE as of s13om
Total Debt $1883.11 mill. Due In s Yrs $s4s.0 mill.
LT Debt $1544.0 mill. LT Interest $95.0 mill.

(To1aI imeresl coverage: 3.8x)
Leases. Uncapltalizerl Annual rentals $32.0 mill.

Penslon Assets-12/05 $375.0 mill.
obiing. $454.0 mill.

H a Stock None
Common Stock 11.s9s.o1s she.
as M7l2slD7

MARKET CAP: $3.1 billion (Mid Cap)
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.21
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1.30
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4.4%
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3.2%
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4.2%
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7.0%

52'/l

6.6%
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6.0%

al%

propane Deregulated subsidiaries: Georgia Natural Gas markets

natural gas al retail. Acquired Virginia Natural Gas, 10100. Sad
Utilipro. 3101. Off.ldir, own less than 1.0% of common: Bardays

Global Investors. 5.0% (3107 Proxy). Pres. 8\ CEO: John W. Somer-

halder II. inc.: GA. Addr.: 10 Peachtree Place N.E._ Atlanta, GA

aoa09. Tel.: 404-584-4000. Internet: www.aglresources.oom.

BUSINESS: AGL Resources. Inc. is a public utility hading oompa-

ny. Its distribution subsidiaries induce Atlanta Gas Light. Chat-

tanooga Gas. aha Virginia Natural Gas. The utilities have more than

2.2 million customers in Georgia. Virginia, Tennessee. New Jersey.

Florida. and Maryland. Engaged 'm nonegulated natural gas
marketing and other allied services. Nso Miolesales and retails

l a t e  J u n e ,  i t  f i l e d  w i t h  t h e  F e d e r a l  E n e r g y
R e g u l a t o r y  C o m m i s s i o n  s e e k i n g  a  c e r t i f i -
c a t e  c o  c o n s t r u c t  a n d  o p e r a t e  t h i s  p r o j e c t .
C o n s t r u c t i o n  w i l l  p r o b a b l y  b e g i n  e a r l y
n e x t  y e a r ,  f o l l o w i n g  t h e  r e c e i p t  o f  r e g u -
l a t o r y  p e r m i t s .  T h e  p r o j e c t .  w h i c h  s h o u l d
c o s t  b e t w e e n  $ 2 2 0  m i l l i o n  a n d  $ 2 6 0  m i l -
l i o n ,  w i l l  i n i t i a l l y  o f f e r  1 2  b i l l i o n  c u b i c  f e e t
o f  w o r k i n g  g a s  c a p a c i t y  i n  t w o  u n -
d e r g r o u n d  c a v e r n s .  T h e  f i r s t  c a v e r n  i s

l i k e t o  c o m m e n c e  o p e r a t i o n s  b y  e a r l y
2 0 1 1 ,  w i t h  t h e  s e c o n d  c o m i n g  o n  l i n e  i n
2 0 1 3 .  G o l d e n  T r i a n g l e  w i l l  a l s o  b u i l d  a
n i n e - m i l e  p i p e l i n e  t o  c o n n e c t  t h e  s t o r a g e
c a v e r n s  w i t h  l a r g e r  i n t e r s t a t e  a n d  i n -

t r a s t a t e  p i  e l i t e s .
S h a r e s  o f P A G L  R e s o u r c e s  a r e  r a n k e d  4
( B e l o w  A v e r a g e )  f o r  T i m e l i n e s s .  H o w -
e v e r ,  i n c o m e  o r i e n t e d  a c c o u n t s  m a y  f i n d

t h i s  i s s u e a t t r a c t i v e ,  c o n s i d e r i n g i t s
h e a l t h y  d i v i d e n d  y i e l d .  A l s o .  t h e s e  o o d -
q u a l i t y  s h a r e s  s c o r e  h i g h  m a r k s  f o r  t r i c e

S t a b i l i t y .  S a f e t y ,  a n d  E a r n i n g s  P r e d i c -
t a b i l i t y . N e v e r t h e l e s s . t h e c o m p a n y ' s
g r o w t h  p r o s p e c t s  a p p e a r  t o  b e  r e f l e c t e d  i n
t h e  c u r r e n t  q u o t a t i o n ,  a n d  a p p r e c i a t i o n

p o t e n t i a l  i s  m o d e s t  t o  2 0 1 0 - 2 0 1 2 .
M i c h a e l  N a p o l i ,  C P A S e p t e m b e r  1 4 , 2 0 0 7

A G L  R e s o u r c e s  c o n t i n u e s  t o  r e g i s t e r

s o l i d  p e r f o r m a n c e .  S e c o n d - q u a r t e r  r e v e -
n u e s  i n c r e a s e d  r o u g h l y  7 % ,  c o m p a r e d  t o
t h e  p r i o r  y e a r .  O p e r a t i n g  m a r g i n s  w i d e n e d
a c r o s s  e a c h  s e g m e n t ,  a n d  s h a r e  e a r n i n g s
a d v a n c e d  6 0 % .  T h e  D i s t r i b u t i o n  s e g m e n t
b e n e f i t e d  f r o m  c u s t o m e r  g r o w t h  a n d  i n -

c r e a s e d  c u s t o m e r  u s a g e ,  d u e  p a r t l y  t o
c o l d e r  t e m p e r a t u r e s  i n  A p r i l .  M e a n w h i l e ,
t h e  W h o l e s a l e  S e r v i c e s  b u s i n e s s  e x p e r i -
e n c e d  u n r e a l i z e d  g a i n s  o n  s t o r a g e  a n d
t r a n s p o r t a t i o n  h e d g e s  f r o m  d e c l i n i n g  f o r -

w a r d  N Y M E X  n a t u r a l  g a s  p r i c e s .
L o o k i n g  f o r w a r d ,  w e  a n t i c i p a t e  m o d -

e s t  r e v e n u e  g r o w t h  a t  A G L  f o r  f u l l -
y e a r  2 0 0 7 .  T h e  c o m p a n y  h a s  r e a f f i r m e d

i t s  b o t t o m - l i n e  g u i d a n c e  o f  $ 2 . 7 5 - $ 2 . 8 5  a
s h a r e  f o r  t h e  c u r r e n t  y e a r .  T h i s  a s s u m e s
n o r m a l  w e a t h e r  a n d  a v e r a g e  v o l a t i l i t y  i n
n a t u r a l  g a s  p r i c e s  f o r  t h e  r e m a i n d e r  o  t h e
y e a r .  W e  a n t i c i p a t e  s h a r e  e a r n i n g s  w i l l

c o m e  i n  a t  t h e  m i d p o i n t  o f  t h i s  r a n g e ,
r o u g h l y  3 %  a b o v e  t h e  p r i o r  y e a r ' s  t a l l y .

S h a r e  n e t  w i l l  l i k e l y  a d v a n c e  a t  a b o u t  t h e

s a m e  c l i p  i n  2 0 0 8 .
S u b s i d i a r y  G o l d e n  T r i a n g l e  S t o r a g e
h a s  p l a n s  t o  b u i l d  a  n a t u r a l  g a s
s t o r a g e  f a c i l i t y  i n  B e a u m o n t ,  T e x a s .  I n

$0.13; '01, $0.13, '03, ($0.07). Next earnings
report due late October.
(C) Dividends historically paid early March.
June, Sept, and Dec. 1 Div'd reinvest plan

B u

100
75
75

Company's Financial Strength
Stock's Pda Shblllly
Price cmwih Persistence
Earnings Pnedidability

available.
(D) Includes intangibles. At 6I30I07: $420 mil-
lim. $5.41/share.
(E) In millions, adiusled for stock split.

23.4
17.7

Target Price Range
2010 2012

128

96
80
64

48
40
32

24

.lIIIlll.
Illlllll

(A) Fiscal year ends December 31st Ended
September 30th prior to 2002.
(B) Diluted earnings per share. Excl. nonrecur-
ring gains (losses): '95, ($0.83), '99, $0.39, '00,

Q 2007, Value Line Publishing, Inc. All rights reserved. Factual material is obtained loom sources believed lo be retable and is provided without! wananlies al any kind
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. ' non-commercial, internal use. No pan 1
of it may be reproduced, resold. lured or Vansmitled in any prlnled, electronic nr other (om, service or product.

`R1is publicaljon is strictly for subscriber s own,
or used Fm generating nr marketing any printed or dectrurvic publication,
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ATMOS ENERGY CORP. NYSE-ATO
RECENT
PRICE 28.16

PIE
RATIO 14.9(:."8:"s§3820 0 .8 3

RELATIVE

PIE RATIO 4 . 6 %
DN D
YLD

VALUE
LINE

33.0
19.6

26.3
14.3

258
19.5

24.5
17.6

25.5
20.8

27.6
23.4

30.0
25.0

33.1
25.5

33.5
23.9

High:
Low:

31.0
20,9

30.5
22.14TIMELINESS

SAFETY

Lnwefed a/17/07

z Rai5ed 12116105

TECHNICAL 4 Luwaed 9I7lDll

BEYA , to (1.00=Marke\)

2010- t 2  PRO JECT IO NS
A 'I T  tal

Price Gain "8e¢u?..
High 4 0 ( + 4 0 % l 1 3 %
Low 3 0 ( + 5 % 6 %

I n s i d e r  D e e i s i o n s

O N D J F M A M J
1 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 1 0
0 0 0 0 0 1 0 1 0

to Buy
Options
to Sell

I n s t i t u t i o n a l  D e c i s i o n s

402005 102007 zmnuv
to Buy 115 135 115
lo Sell 8 4 BO 1 0 1
Hld's(DOll) 53926 56091 58169

I " " l IT'T

2011
LEGENDS

Yes

1.2.5 x Dividends p sh
divided bnlelest Rate
Re{a\we Ce Strength

3-for 2 spot 5/94
Ognonsz . .

haded area indicates recesslon

I l l ll I .  I I111 it •
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I
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% TOT. RETURN 8/07
THIS

STOCK
1 .7

28.9
5 5 5

VL ARITH.
INDEX

15.8
52.6

1 2 6 5

1 yr.
3 yr.
5 yr

12
8
4

Percent
shares
traded

.1lllll vIIII  lm vIIIlllllll 1111 I I l l I 1111 Ill! III
1997 1 9 9 8 1 9 9 9 2001 2002

30.59

2.85

1.34

1.01

27.90

3.38

1.84

1.06

22.09

2.62

.81

1.10

35.36

3.03

1 4 7

1.16

22.82

3.39

1.45

1.18

4.13
11.94

4.44

12.21

3.53

12.09

2.77

14.31

3.17

13.75

29.64 30.40 31.25 40.79 41.68

17.9

1.03

4.2%

1s.4

8 0

3.7%

33.0

1.B8

4.1%

15.6

.B0

5.1%

15.2

.83

5.4%

9a6.a

39.2

848.2

55.3

690.2

25.0

1442.3

56.1

ss0.a

59.7

37.5%

4.3%

36.5%

6.5%

35.0%

3.6%

37.3%

3.9%

37.1%

6.3"/l

48.1%

51.9%

51.8%

4B.2%

50.0%

50.0%

54.3%

45.7%

53.9%

46.1%

630.2

B49.1

8.3%

769.7

911.9

9.0%

755.1

965.8

5.1%

1276.3

1335.4

5.9%

1243.7

1300.3

6.8%

12.0%

12.0%

14.9%

14.9%

5.5%

6.6%

9.6%

9.6%

10.4°A

10.4%

I I In

ll I I1.1I I | I I l l

200a o VALUE UNE PUB. INC 10-12
70.25

4.30

2.05

1.30

Revenues per sh A

"Cash Floor" per sh

Eamings per sh A |

Div'ds DecI'd per sh Cl

alms
4.70
us
1.35
s.30

26.35

4.55

22.25

Clp' I Spending pr  sh

Book Value per sh

289
'Ill an
Ur
Ares

Common She 0u1st'g ° 107.00

14.0

.95

1 9 %

Avg Ann'l PE Ratio

Relative PE Ratio

Avg Ann'l Div'd Weld

ssoa

190

Revenues ( mi l l )  A

no Mn: Ishim
1600

260

39.0%

2.9%

Income Tax Rate

Net Profit Margin

40.5%

3.0%

52.0%
aux

Long-TermDebt  Rat io

Common Eqult y Ratio

51.0%

49.0%

1480

41st

i.0%

ram Capital (swim

Net P lay (mi ll)

M u m on Total Cap'l

s7so

5300

6.0%

9.0%

9.0%

Recur on Shr. Equity

Ream on Com Equity

9.0%

9.0%

2 0 0 4 2005

46.50

2.91

1.58

1.22

61.75

3.90

1.72

1.24

3.03

18.05

4.14

19.90

62.80 80.54

15.9

.84

4.9%

16.1

.86

4.5%

2920.0

86.2

4973.3

135.8

37.4%

3.0%

37.7%

2.7%

4 3 2 %

56.8%

57.7%

4 2 3 %

1994.8

1722.5

5.8%

3785.5

3374.4

5.3%

7.6%

7.6%

8.5%

8.5%

2 0 0 6

15.21

4.26

2.00

1.26

5.20

20.16

81.74

13.5

.73

4.7%

6152.4

162.3

37.6%

2.6%

57.0%

4 1 0 %

3828.5

3629.2

6.1%

9.9%

9.9%

2007

69.45

4.15

1.90

1.21

4.25

22.60

c a s a

lad fig.
Value
erin

6215

170

39.0%

2.7%

52.0%

48.0%

4215

3150

5.5%

l5%
15%

2003

54.39

3.23

1.71

1.20

3.10

16.66

51.48

13.4

.76

5.2%

2799.9

79.5

37.1%

2.a%

50.2%

49.8%

1721.4

1516.0

6.2%

9.3%

9.3%

20o 0

26.61

3.01

1.03

1.14

2.36

12.28

31.95

18.9

1.23

5.9%

850.2

32.2

35.1%

3.8%

4 8 1 %

51.9%

155.1

982.3

6.5%

8.2%

8.2%

At nos Energys history dates back to
1906 in the Texas Panhandle. Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. In 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to At nos in 1988. At nos acquired
.Trans Louisiana Gas in 1986, Wester Kent
Tucky Gas Utility in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others.

CAPr r AL ST RUCT URE as  d  sr solol
Total Debt $24305 mill Due in 5 Yrs $1450.0 mill.

LT  Debi $21265 mill. LT  lmnest  $120.0 mill.

(LT interest earned: 2.9x, local inieresl

coverage:  2.8x)
Leases.  Uncapltalized Annual renlalss1s.0 mill.

Pad Stock None
Pension Assets-9/06 s3s2.1 mill.

Oblig. $326.5 mill.

Common St ock89 . 150,099 she.

as of 7131107
MARKET  CAP:  s2.s billion (Mid Cap)

zoos goos s130m1

350. 4
9B4.1

1334 . 5

4 2 8 . 8
3 0 4 . 0
3 6 0 . 9

1093 . 7

4 0 0 %

7 5 . 8
1 0 4 1 . 7

1 1 1 7 . 5

345 . 1
3 8 5 . 6
3 8 8 . 5

1 1 1 9 . 2

408' / »

CURRENT  PO SIT IO N
( \ lllLL)

C o s  As s e t s
Other

Current  Assets

Accts Payable
De b i  Du e
Other

Current Limb.

F i x . Chg.  Cov.

4 0 . 1
1224 . 3

1 2 6 4 . 4

4 5 1 . 3
148. 1
503 . 4

1 1 1 2 . 8

3 9 5 %

Pas\Past
la Yrs.

Est 'd '04- '06
lo '10-'12

4.  5%
4. 0%
5 . 5 %
1. 5%
s. 5%

5 Yrs.
1 7 . 0 %

5 . 0 %
1 0 . 0 %

2 . 0 %
8 . 5 %

ANNUAL RAT ES
d Mango (per sh)
Revenues
"Cash F law"
Ea min g s
Dividends
Book Value

7 . 5 %
4 . 0 %
3 . 5 %
3. 0° /
5 . 5 %

Fiscal
Year
Ends

QUARTERLY REVENUES (S mill.) A

D0r 31 Mar.31 Jun.3IJ Sep.30

Full
Fiscal
Year

2o04

zoos

goos

2001

20oa

546.1

909. 9

863. 2

1218.2

1625

492. 8

1004. 6

971. 6

1318. 6

1625

763. 6 1111. 5

1371.0 1687. 8

2283 . 8  2033 . 8

1 6 0 2 . 6  2 0 7 5 . 6

1625 1 s 2 s

2920.0

4973.3

6152.4

6 2 1 5

6500

Fiscal
Year
Ends

unnlucs PER SHARE A a E

De c . 3 1  M a r . 3 1  J u n . 3 0 Sep. 30

Full
Fiscal
Year

2004

2 0 0 5

2006

2 0 0 1

20os

. 57

. 7 9

. so

. 97

. 09

. 06

d.22

d.15

d . 03

1. 12

1.11

1. 10

1. 20

1. 20

d. 11

d. 21

. 2 5

d 1 2

d. 08. 96

1.58

1.72

2 . 00

1 . 9 0

2.05

Cal-
endar

QUARTERLY DMDENDS PAID Cl

IAar.31 Jun . 3 l l  Sen . 30 Dec. 31

Full
Year

zoos

2oo4

2005

2005

2007

. 305

. 31

. 315

. oz

. 3 0

. 305

. 31

. 315

. 32

. 30

. 305

. 31

. 315

. 32

. 3 0

. 305

. 31

. 315

. 32

1.21

1. 23

1.25

1 . 21

3.9%

67%

6.3%

58"/»

NMF

NMF

NMF

112%

2 1 %

79%

1.9%

82%

2 8 %

70%

1.7%

77%

2.3%

73'/n

3.6%

63%

2.5%

67%

1 0 %

53%

RMinod to  Cam Et

All Div'd5 w Net Prof

4.0%

55%

oommerdal,  10%,  indust r ia l ;  and 5% other .  2006 deprec iat ion rate

16%.  Has around 4.600 employees.  O f l icers  and directors  ow n ap-

p r oxima t e ly  1 . 9%  d  common s t oa t  ( 12106  Pr oxy ) .  Cha i r man and

Chie f  Execut ive  O ncer .  Rober t  w .  Bes t .  I ncorpora t ed:  Texas .  Ad-

d r ess :  P . O .  Box 650205 ,  Da l las .  Texas  75265 .  Te lephone :  912 -

934-s227.  Internet : .at rnosenergy.com.

BUSI NESS:  At  nos Energy Corporat ion is  engaged pr imar i ly  in t he

dis t r ibut ion and sa le  d  nat ura l  gas  t o  3 . 2  mi l l ion cus t omers  via  s ix

r egula t ed  na t ur a l  gas  ut i l i t y  oper a t ions :  Lw is iana  Diviskxi ,  Wes t

Texas  Divis ion,  M id- Tex Divis ion.  M iss iss ipp i  Divis ion,  Co lor ado-

Ka ns a s  D ivi s io n,  a nd  Ke nt ud c y / M id - S t a t e s  D ivi s io n.  Co mb ine d

2006 gas  vo lumes:  272 M M d.  Br eakdow n:  53%,  r es ident ia l '  32%.

steady, though unspectacular, share
earnings advances over the coming
three to five years. With the utility divi-
sion now sewing 3.2 million customers
across 12 states. At nos is not dependent
on the business environment in any one
region of the country Also, the non-utility
segments. particularly pipelines, possess
healthy overall prospects. Excluding fu-
ture acquisitions, annual bottom-line
growth could be in the mid-single-digit
range out to 2010-2012.
Income-oriented accounts may be at-
tracted to the dividend yield, which is
adequately covered by earnings. We look
for additional increases in the payout to
occur, as well.
But these shares have lost some
ground in recent months. We attribute
that, in part. to a slumping market
(reflecting uncertainty surrounding the
timing o a recovery in the housing indus-
try). This diminished stock-price mo-
mentum is partial_ behind the 4 (Below
Average) rank for timeliness. Long-term
total-return possibilities are decent, on a
risk-adjusted basis, thou h.
Frederick L. Harris, III Ge;-ptember 14,2007

At nos Energ_y's bottom line may
decrease roughly 5%, to $1.90 a share,
in fiscal 2007 (ends September 30th).
For a start, the fourth-quarter comparison
could be quite challenging, since our fiscal
2006 figure does not include an $0.l8-a-
share charge for the impairment of irriga-
tion properties in the West Texas Division.
Moreover, the public offering of 6.3 million
common shares last December ought to
dilute share earnings by around a nickel.
Lastly, the effective income tax rate has
been higher.
But there are some bright spots. The
utility unit is benefiting from higher
throughput. plus the implementation of
weather-normalization mechanisms for the
Mid-Tex and Louisiana operations. What's
more, margins for the natural gas market-
ing segment have widened partly because
of initiatives to capture more favorable ar
bitrage opportunities with regard to
storage activities. Finally, the pipeline
business is reaping the rewards of the
North Side Loop and other projects that
were completed last year, and there has
been a rise in asset management fees.
The company stands to generate

early March. June, Sept. ,  and Dec. l Div.  ram-
vesiment  plan.  Direct  st ock purchase plan

avail.
(D) In millions, adjusted for shod splits.

(E)  Ours may not  add due ro change in hrs

outstanding.
(F) ATO completed United Cities merger 7l9'I.

Company's Financlll St rength
Stock's Price sunir ixy
Price Growth Persistence
E lmin g s  P r e d id ib i l l t y

B+

1 0 0
3 0
7 5

32.3
24 .8

Target Price Range
2010 2o1 z

80

60
50

40

30
25
20

15

10

_ 7 . 5

( A)  F isca l  year  ends  Sep t .  30 t h.  ( B)  Di lut ed
hrs.  Excl,  nor  rec.  items:  '97,  d53¢,  '99,  d23¢,

'00,  12¢,  ' 03,  d17¢,  ' 06,  d18¢.  Next  egg.  rpt .
due ear ly Nov.  (C) Dividends histor ically paid in

° 2007, Value Line Publishing, Inc. All lights reserved. Factual material is obtained from sources believed In be reliable and is provided without warranties al any kind
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN non-commercial, internal use. No pan
al it may be reproduced, resold, stored Ur transmitted in any printed, electronic or other form. service of product.

This publication is strictly lot subscriber'5 own,
or used for generating or marketing any printed or declronic publication, u.
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PIE RATIO
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YLD 4.6%

VALUE
LINE

27.0
20.0

248
17.5

255
21 3

25.0
19.0

30.0
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26.0

34.3
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29.1
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Insider Decisions

O N D J F M A M J
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2.98
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1.37

2.84
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21.17
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4.4%

1597.0

40.1

344%

2.5%
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51.8%

707.9

679.5

7.6%

10.9%

10.9%

2006 2007
93.51

3.81

2.37

1.40

91.15

3.85

2.15

1.45
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18.85

2.95

21.00

21.36 21.50

13.6

.73

4.3%

Hold fig
Wine
destin

1997.6

50.5

1960

46.0

32.5%

2.5%

15.5%

2.3%

49.5%

50.4%

45.0%

55.0%

798.9

763.8
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12.5%

12.5%
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10.0%
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1150

6.5%

10.0%

10.0%

Recur on TotalCap'l

Return on Shr. Equity

Recur onCom Equity

6.5%

10.0%

10.0%

602.B

32.5

5472

27.9

491.8

28.9

361%

5.4%

35.6%

5.1%

355%

55%

38.0%

61.6%

409%

58.6%

41.8%

578%

4068

467.6

43B.0

490.6

4886

519.4

9.7%

12.9%

12.9%

8.1%

10,B%

10B%

74%

95%

95%

CAPITAL STRUCTURE as Of 6/30/07
Total Debt $4973 mill. Due in 5 Yrs $275.0 mill.
LT Debt $355.5 mill LT Interest $200 Mi",
(Total interest coverage: 3.1x)

Leases, Uncapitalized Annual rentals $.9 mill
Pension Assets-9/06$248.1 mill.

Oblig. $282.1 mm.
Pfd Stock $5 mill Pfd Div'd $05 mill.

Common Stock 21,633,811 she.
as of 7/27/07

MARKET CAP: $700 million (Small Cap)

200s 61301072005

5 0 3
409.0
459.8

38.4
352.9
399.3

6.0
41B.1
424

CURRENT POSITION
($mlLL.)

Cash Assets
Other
Current Assets

103.3
207.5
1201

430.9

285%

12B.5
142.3

93.8
364.7

280%

138.4
110.7
115.5
355.6

293'/

Accts Payable
Debt Due
Other
Current Liab.

Fix. Chg Cov.

Est'd '04-'06
to '10-'12

5.5%
7.0%
2.0%
2.5%
5.0%

Past
10Yrs.
10.0%
1.0%
3.0%
1.0%
3.0%

Past
Yrs.

16.D°/
3.0%
6.5%

.5 A
3.5%

ANNUAL RATES
of derange (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Fiscal
Year
Ends

QUARTERLY REVENUES ($ mill.)A
Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

2005

2007

2008

245.1

311.3

330.6

457.9

485

197.6
266.7

269.0

261.7

485

475.0

5765

708.8

70088

485

332.5

442.5

689.2

539.6

485

1250.3

1597.0

1997.6

1960

1940

Fiscal
Year

Ends

EARNINGS PER SHARE A B F

Dec.31 Mar,31 Jun.30 Sep.30

FuI\
Fiscal
Year

2004

2005

200s

2007

2008

.19

.go

.13

.43

.20

d.28

d.24

d.04

d.14

d.15

1.12

1.06

1.05

.97

1.07

.87

.79

1.23

.89

.98

1.82

1.90

2.37

2.15

2.10

Cal-
endar

QUARTERLY DIVIDENDS PAID c I

Mar.31 Jun.30 S&D.30 Dec.31

Full
Year

2003

2004

2005

2006

2001

.335

.34

.345

.355

.335

.34

.345

.355

.365

.335

.34

.345

.355

.365

.335

.335

.34

.345

.365

1.34

1.36

1.38

1.41

38%

70%

1.8%

83%

10%

89%

2%

CB%

1.8%

BE%

NMF

113%

3.1 v.

74%

2.7%

73%

3.1%

72%

5.1%

59%

3.5%

65%

3.0%

71%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

67%

60%, commercial and industrial 25%, transportation, 1%; other,

14%. Has around 3,880 employees. Officers and directors own ap-

proximately 7.0A of common shares (1107 proxy). Chairman, Chief

Executive Officer, and President: Douglas H. Yaeger. Incorporated:

Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tei-

ephone: 314-342-0500. Internet: www.lacledegas.com.

BUSINESS: Laclede Group, Inc., is a holding company for Laclede

Gas, which distributes natural gas in easlem Missouri, including the

city of St Louis St. Louis County, and parts of 10 other counties.

Has roughly 631,000 customers. Purchased SM&P for approxi-

mately $43 million (1102). Therms sold and transported in fiscal

2006: 102 mill Revenue mix for regulated operations: residential,

l a r g e l y
s o u r c e s  ( L E R ) ,

S e r v i c e  C o m m i s s i o n .  T h e  m e a s u r e ,  e f -
f e c t i v e  A u g u s t  l e t  o f  t h i s  y e a r ,  w i l l  g e n e r a -
t e  a d d i t i o n a l  a n n u a l  r e v e n u e s  o f  $ 3 8 . 5  m i l -
l i o n .  ( T h e  c o m p a n y  l a s t  r e c e i v e d  s u c h  a
r a t e  h i k e  i n  2 0 0 5 . )
P r o s p e c t s  o v e r  t h e  n e x t  t h r e e  t o  f i v e
y e a r s  a r e  l a c k l u s t e r .  T h e  c u s t o m e r  b a s e
f o r  L a c l e d e  G a s  h a s  e x p a n d e d  a t  a  s l u g -
g i s h  p a c e  f o r  s o m e  t i m e ,  l e a d i n g  u s  t o  b e -
l i e v e  t h a t  i n t e r n a l  g r o w t h  h e r e  w i l l  r e m a i n
m o d e r a t e .  A s  s u c h ,  a n y  s u b s t a n t i a l  g a i n s
w i l l  h a v e  t o  c o m e  f r o m  t h e  u n r e g u l a t e d
b u s i n e s s e s  o r  f r o m  a c q u i s i t i o n s ,  s c e n a r i o s
w e  d o n ' t  s e e  h a p p e n i n g  a n y t i m e  s o o n .
T h u s ,  a n n u a l  s h a r e - n e t  a d v a n c e s  m a y  o n l y
b e  i n  t h e  l o w - s i n g l e - d i g i t  r a n g e  o v e r  t h e
2 0 1 0 - 2 0 1 2  p e r i o d ,
I n c o m e - o r i e n t e d a c c o u n t s m a y b e
d r a w n  t o  t h e  d i v i d e n d .  F u r t h e r  i n -
c r e a s e s  i n  t h e  d i s t r i b u t i o n  c o u l d  b e  m i n i -
m a l ,  h o w e v e r ,  g i v e n  t h e  u n i n s p i r i n g  l o n g -
t e r m  v i e w  f o r  t h e  r e g u l a t e d  u n i t .
T h e s e  s h a r e s ,  r a n k e d  3  ( A v e r a g e )  f o r
T i m e l i n e s s ,  a r e  n o w  t r a d i n g  w i t h i n
o u r  3 -  t o  5 - y e a r  T a r g e t  P r i c e  R a n g e .
T h e  g o o d  q u a l i t y  s t o c k ' s  h i g h  y i e l d  r e f l e c t s
t h e  c o m p a n y ' s  s u b p a r  g r o w t h  p r o s p e c t s .
F r e d e r i c k  L .  H a r r i s ,  I I I  S e p t e m b e r  1 4 ,  2 0 0 7

I t  a p p e a r s  t h a t  e a r n i n g s  f o r  L a c l e d e
G r o u p  w i l l  b e  l o w e r  i n  f i s c a l  2 0 0 7
( e n d s  S e p t e m b e r  3 0 t h ) ,  T h a t  c a n  b e
t r a c e d t o  L a c l e d e  E n e r g y  R e -

w h i c h  h a s  n o t  p e r f o r m e d  a s
w e l l  a s  l a s t  y e a r ,  w h e n  m a r g i n s  w e r e  s u b -
s t a n t i a l l y  h i g h e r  a s  a  r e s u l t  o f  s u p -
p l y / d e m a n d  i m b a l a n c e s  a r i s i n g  f r o m  t h e
s e v e r e  2 0 0 5  G u l f  C o a s t  h u r r i c a n e s .  F u r -
t h e r m o r e ,  r e s u l t s  f o r  S M & P  U t i l i t y  R e -
s o u r c e s  a r e  b e i n g  w e i g h e d  d o w n  b y  h i g h e r
o p e r a t i n g  e x p e n s e s .
B u t  t h e r e  h a s  b e e n  a  b r i g h t  s p o t .
L a c l e d e  G a s ,  t h e  c o r e  s u b s i d i a r y ,  i s  b e n e -
f i t i n g  p a r t l y  f r o m  h i g h e r  v o l u m e s  f r o m
e n t i t i e s w i t h i n t h e s e r v i c e t e r r i t o r y
( r e f l e c t i n g  c o o l e r  t e m p e r a t u r e s ) .  A  d e c l i n e
i n  t h e  p r o v i s i o n  f o r  u n c o l l e c t i b l e  a c c o u n t s
h a s  a l s o  h e l p e d  h e r e ,
S t i l l , c o n s o l i d a t e d s h a r e n e t  m a y
d e c r e a s e  a b o u t  9 %  t o  $ 2 . 1 5 ,  i n  F i s c a l
2 0 0 7 .  T h e  c o m p a r i s o n  w o u l d  b e  q u i t e  d i f f i -
c u l t ,  t h o u g h ,  g i v e n  L E R ' s  e x c e p t i o n a l
s h o w i n g  l a s t  y e a r .  T h e  b o t t o m  l i n e  f o r  n e x t
y e a r  m a y  b e  a r o u n d  t h e  s a m e  l e v e l  a s  f i s -
c a l  2 0 0 7 .
A  r e q u e s t  f o r  a  g e n e r a l  r a t e  i n c r e a s e
w a s  g r a n t e d  b y  t h e  M i s s o u r i  P u b l i c

(C) Dividends historically paid in early January,
April, July, and October. l Dividend reinvest-
ment plan available.
(D) Incl deferred charges In '06: $256.5 mill,,

$12.02/Sh.
(E) In millions. Adjusted for stock split.
(F) Olly. egg. may not sum due to change in
shares outstanding.

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B+

95
55
65

27.9
22.4

Target Price Range
2010 2012

80

60
50
40

30
25
20

15

10

-7 .5

III IIHHH
'I0-12

(A) Fiscal year ends Sept 30th.
(B) Based on average shares outstanding thru.
'97, then diluted. Excludes nonrecurring loss:
'06, 7¢. Next earnings report due late October.
et 2007, Value Line Publisher Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER is NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. noncommercial, internal use. No pan
al it may be reproduced, resold, stored or transmitted in any printed, electronic or other lam, service of product.

This publication is s!ric1|y 101 subscriber's own,
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PRICE 48.33

PIE
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YLD 3.1%

VALUE
LINE

27,4
22.4

298
24.1

32.5
24,8

33.6
24.3

39.5
30.0

446
36.5

49.3
40.7

53.2
41.5

564
45.5

High :
Low:

19.9
178

28.0
18.84

1
TIMEUNESS Raised 5l11l07
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Price
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4 0

Ann'I Total
Return
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INDEX
15.8
52.6
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THIS
STOCK

1.5
31 .5
845

I I. it. Ill l.lIIn s t i t u t io n a l  D e c is io n s
492006 102007 202007

68 82 7 7
69 76 BE

15657 15824 17707

toBuy
toSeH
Hlds(0|l0

Percent
shares
traded

7.5
5

2_5

I I. |.

1 I
2002 2003 2004

66.17

3.21

2.09

1.20

93.43

3.58

2.38

1.24

91.33

3.75

2.55

1.30

1.53

13.06

1.71

15.38

2.17

16.87

27.67 2723 27.74

147

.80

3.9%

14.0

.80

3.7%

15.3

.81

3.3%

1830.8

56.8

2544.4

6 5 4

2533.6

71.6

38.7%

3.1%

39.4%

2.6%

39.1%

2 8 %

50.6%

49.4%

38.1%

61 9%

40.3%

59.7%

732.4

756.4

676.8

852.6

783.8

880.4

8.7%

15.7%

15.7%

10.7%

15.6%

15.6%

10.1%

15.3%

15.3%

I1 I I I II

Ill l l  I I I I I I I nm. I I
2006 2007 2008 © VALUE LINE PUB., INC 10-12
119.44

4.10

2.80

1.44

113.20

4.4o

3.10

1.52

113.35

4.45

3.15

1.60

Revenues per sh A

"Cash Flow" per sh

Earnings per sh B

Div'ds Decl'd per sh Cl

117.65

4.60

3.35

1.84

1.92

22,50

1.95

24.50

1.95

26.65

Cap'l Spending per sh

Book Value per sh D

1.85

33.25

27.63 28.00 28.50 Common She 0utst'g E 30.00

16.1

.86

3.2%

Bord fig
Wine
est fn

rees are

Line

Ares

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.0

.95

4.5%

3299.6

78.5

3170

88.5

3230
91.5

Revenues ($milI) A
Net Profit ($mill)

3530

105.0

38.9%

2.4%

39.0%

2.8%

39.0%

2.8%

Income Tax Rate

Net Profit Margin

40.0%

2.9%

34.8%

65.2%

32.8%

67.2%

30.6%

59.4%

Long-Term Debt Ratio

Common Equity Ratio

27.3%

72.7%

954.0

934.9

1020

955

1095

975

Total Capital ($mill)

Net Plant (Smile)

1375

1030

9.6%

12.6%

12.5%

9.5%

13.0%

13.0%

9.0%

12. 0%

12.0%

Recur on Total Cap'I

Recur on Shr. Equity

Return on Com Equity

8.0%

10.5%

10.5%

2005
114.29

3.82

2.65

1.36

1.92

15.90

2755

16.8

.89

3.1%

3148.3

74.4

39.1%

2.4%

42.0%

58.0%

755.3

9051

11;2%

170%

17.0%

2000
4413

2 9 9

1.79

115

1,85

12.43

2639

14,7

.98

4.4%

11645

47.9

37.3%

41 %

47.0%

52.9%

s20.1

730.6

9.0%

145%

145%

2001
7682

3 1 8

1.95

1.17

1.88

13.20

26.66

1 4 2

.73

4.2%

20484

52.3

3B.0%

2 6 %

50,1 %

49.9%

706.2

7439

8.5%

148%

143%

1991 1992 1 9 9 3 1994 1995 1996 1997 1998 1999
15.99

1.58

5 5

1.00

16.88

1.95

1.09

1.01

18.02

2.14

1.15

1.01

19.22

2.31

1.26

1 0 1

17,03

2.13

129

1.01

20.22

2 2 2

1.37

1 0 3

25,97

2 4 5

1 4 8

1.07

26.59

2 6 0

1,55

1.09

33.98

2.79

1.66

112

2.91

8.57

1.99

9.44

2.31

9.81

2.10

9 6 4

1,77

9.70

1 7 8

10.10

1.72

10.38

1.60

10.88

1 8 1

11.35

20.95 2443 25,23 2595 2869 27.13 26.82 26,72 26.81

T5 5

.87

45%

22.3

1 4 2

8.1%

12.4

.75

75%

15,1

.89

5 8 %

13.0

.BE

6.2%

11.7

.78

6.7%

13.8

,B5

55%

13.5

.7B

5.3%

15,3

B0

4.6%

696.5

41.5

710.3

43.3

904.3

4 4 8

33.3%

6.0%

30.4%

6.1%

362%

5.0%

49.3%

47.1%

51 .2%

45.6%

481%

512%

590.8

659.4

638.2

580.0

5904

705.4

B6°/0

13.9%

14.3%

81 %

13.9%

14.4%

90%

14B%

143%

CAPITAL STRUCTURE as of 6/30/07
T0[alDeb( $565.8 mi ll.  Due in 5 Yrs $300.0 Mi",
L T Debt $3345 mi ll. L T Interest $17.0 mill.

Incl $7.4 mill. capitalized leases
(LT interest earned; 60x, total interest coverage:

S.0x)
Pension Assets-9/06 $958 mi ll

oblige. $103.7 mill.

Pfd Stock None

Common Stock 28,063,442 she,

as of 8/1/07
MARKET CAP: 51_4 billion (Mid Cap)

200s 5/30/07zoos

5.7
B05.B
B11.3

5 .0
950 .5
965 .5

25 .0
927 .8
952.8

CURRENT POSITION
(SMILL)

Cas h As s e ts
Ot he r
Current  Asse ts

54.7
177.4
744 .2

975.3

5 6 0 %

53 .7
231 .3
4 7 1 .6
7 5 6 ]

5 5 0 %

4 6 8
2B4.4
5 5 6 0
B97.2

5 7 0 %

Acc ls  Payable
De bt  Due
Ot he r
Current L imb.

F ix.  Chg.  Cov .

Es!'d *04-'06
to '1 D-'12

1.5%
2 . 5 %
4 . 0 %
5 . 0 %

10.5%

Pas t
10Yrs.

19 .0%
6 . 0 %
7 . 5 %
3.0°/
6 . 5 %

Pa s !
Yrs.

15 .0%
5 . 5 %
8 . 0 %
3.5%
8.5%

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
Ea rni ngs
Di v i dends
Bo o k Va lue

Fiscal
Year

Ends

QUARTERLY REVENUES (s mill.) A
Dec.31 Mar.31 Jun.30 Sep.30

F ul l
F isca l
Year

2004

2005

200s

2007

2008

438.5

544.3

535.1

865.4

675

415.1

684.9

535.5

739.1

750

643.0 1037

B54.1 1065

I164 1064

741.5 1024

765 1040

2533.6

3148.3

3 2 9 9 5

3170

3230

Fisca l
Year

E nds

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

200s

2007

2008

.08

.07

d.14

d.1B

d.30

d.20

d.17

d.43

d.60

d.65

1.82

1.84

2.14

2.87

2.90

.87

.91

1.23

1.01

1.20

2.55

2.65

2.80

3.10

3.15

Cal-
endar

QUARTERLY DIVIDENDS PAID Cl

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2003

2004

2005

200s

2007

.31

.325

.34

.ah

.31

.325

.34

.36

.38

.31

.325

.34

.36

.38

.31

.325

.34

.36

.38

1.24

1.30

1.36

1.44

4 0 %

73%

4.4%

71%

5,0%

67%

5.4%

63%

5.1 %

59%

6.9%

56%

7.7%

51 "A

7.8%

49%

8.5%

50%

6.3%

50%

6.5%

48%

6.0%

50%

Retained to Com Eq

All Div'ds to Net Prof

5.0%

54%

and electric utility, 37 A off system and capacity release). N.J. Natu~
rel Energy subsidiary provides unregulated retail wholesale natural
gas and related energy sacs. 2006 dap. rate; 2.7%. Has 766 employ.
Off.ldir. own about 2 / of common (12106 Proxy). Chmin. and CEO:
Laurence M. Downes. Inc.: N.J. Addr.: 1415 Wyckoff Road, Wall,
NJ 07719. Tel.: 732-938-1480. Web: www.njresources.com.

BUSINESS: New Jersey Resources Corp is a holding company
providing retail wholesale energy sacs. to customers in New Jersey,
and in states from the Gulf Coast to New England, and Canada.
New Jersey Natural Gas had about 471,000 customers at 9/30/06
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal
2006 volume: 102.B bill. cu. tr. (56% limy, 7% interruptible industrial

S e p t e m b e r  1 4 ,  Z O O M

c o n s e r v a t i o n  e f f o r t s .  H o w e v e r ,  t o p - l i n e  r e -
d u c t i o n s  s h o u l d  h a v e  l e s s  o f  a n  e f f e c t  o n
e a r n i n g s  d u e  t o  t h e  C o n s e r v a t i o n  I n c e n -
t i v e  P r o g r a m .  T h i s  p l a n  s h e l t e r s  t h e  b o t -
t o m  l i n e  f r o m  b o t h  w e a t h e r -  a n d  n o n -
w e a t h e r - r e l a t e d  i s s u e s .
P r o v i s i o n s  a r e  b e i n g  m a d e  t o  l i f t r e v e -
n u e s . S o  f a r  i n  f i s c a l  2 0 0 7 ,  5 , 5 0 0  n e w  c u s -
t o m e r s  h a v e  b e e n  a d d e d ,  a n d  N O R  e x p e c t s
t h a t  n u m b e r  t o  r e a c h  9 , 0 0 0  b y  y e a r e n d ,
F u r t h e r m o r e ,  t h e  c o m p a n y ' s  e n t r y  i n t o  a
p a r t n e r s h i p  w i t h  S p e c t r a  E n e r g y  t o  p r o -
v i d e  s t o r a g e  s e r v i c e s  l o o k s  p r o m i s i n g ,  T h e
n a t u r a l  g a s  s t o r a g e  f a c i l i t y  w i l l  h a v e  a c -
c e s s  t o  b o t h  t h e  T e x a s  E a s t e r n  a n d  D o m i n o
i o n  p i p e l i n e  s y s t e m s .  T h e  p r o j e c t  w i l l  c o s t
$ 2 5 0  m i l l i o n ,  a n d  w i l l  h a v e  u p  t o  1 2  b i l l i o n
c u b i c  f e e t  o f  s t o r a g e  c a p a c i t y .  I t  i s  e x p e c t -
e d  t o  b e  o p e r a t i o n a l  i n  2 0 0 9 .
H o w e v e r ,  t h e s e  s h a r e s  h a v e  l i t t l e a s
p e a l . T h e  e q u i t y  i s  r a n k e d  t o  u n d e r p e r -
f o r m  t h e  b r o a d e r - m a r k e t  a v e r a g e s  f o r  t h e
c o m i n g  y e a r .  F u r t h e r m o r e ,  s i n c e  o u r  J u n e
r e p o r t  i t s  p r i c e  h a s  d r o p p e d  5 % - 1 0 % ,  b u t
i t  i s  s t i l l  t r a d i n g  w i t h i n  o u r  T a r g e t  P r i c e
R a n g e ,  t h u s  l i m i t i n g  a p p r e c i a t i o n  p o t e n -
t i a l  t o  2 0 1 0 - 2 0 1 2 .
B r y a n  F o n g

N e w J e r s e y  R e s o u r c e s '  r e s u l t s  o v e r
t h e  f i r s t  n i n e  m o n t h s  o f  f i s c a l  2 0 0 7
( y e a r  e n d s  S e p t e m b e r  3 0 t h )  h a v e  b e e n
s o l i d .  E a r n i n g s  o v e r  t h i s  t i m e f r a m e  i n -
c r e a s e d  a p p r o x i m a t e l y  1 5 % ,  t o  $ 3 7 0  a
s h a r e .  T h e  m a j o r i t y  o f  t h e  g a i n s  w e r e
d r i v e n  b y  a  l a r g e r  p o r t f o l i o  o f  p i p e l i n e  &
s t o r a g e c o n t r a c t s a n d t h e c o m p a n y ' s
a b i l i t y  t o  t a k e  a d v a n t a g e  o f  m a r k e t  v o l a t i l -
i t y ,  D u e  t o  t h e  g e o g r a p h i c  d i v e r s i t y  o f  i t s
h o l d i n g s ,  t h e  e n e r g y  s e r v i c e  d i v i s i o n ' s  c o n -
t r a c t s  b e c o m e  m o r e  v a l u a b l e  w h e n  p r i c e
c h a n g e s  o c c u r  b e t w e e n  a r e a s ,  c r e a t i n g  a r -
b i t r a g e  o p p o r t u n i t i e s .  T h i s  s e g m e n t  n o w
r e p r e s e n t s  a b o u t  4 5 %  o f  t h e  b o t t o m  l i n e .
A s  i s  c o n s i s t e n t  w i t h  t h e  s e a s o n a l  n a t u r e
o f  i t s  b u s i n e s s ,  N J R  w i l l  l i k e l y  p o s t  a  l o s s
i n  t h e  S e p t e m b e r  p e r i o d .
W e l o o k  f o r  t h e  a n n u a l  e a r n i n g s  t a l l y
t o  a d v a n c e  a p p r o x i m a t e l y  1 0 %  t h i s
y e a r .  R e v e n u e s  w i l l  l i k e l y  d e c l i n e  i n  2 0 0 7
a n d  g r o w  a t  a  s l o w e r  p a c e  i n  f u t u r e  y e a r s ,
o w i n g  t o  w a r m e r - t h a n - n o r m a l  w e a t h e r .
N o r m a l  i s  b a s e d  o n  t h e  Z 0 - y e a r  a v e r a g e
t e m p e r a t u r e .  S o  f a r  t h i s  y e a r ,  t e m p e r a -
t u r e s  h a v e  b e e n  r o u g h l y  5 . 5 %  w a r m e r
t h a n  t h e  n o r m .  A l s o ,  t h e r e  i s  t h e  p o t e n t i a l
f o r  a  l o w e r  l e v e l  o f  g a s  u s a g e  b e c a u s e  o f

April, July, and October. I Dividend reinvest-
ment plan avai lable.
(D) Includes regulatory assets in 20061 $323.0
million, $11.70Ishare.

(E) in millions, adjusted for split. A
100

70
95

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

26.8
21.0

T a r g e t  P r ic e  R a n g e
2 0 1 0 2 0 1 2

120
100

BO
64

48

32

24
20
16

12

m
I III

III'

I\

(A) Fiscal year ends Sept. 30th.
(B) Diluted earnings. Next earnings report due
late Ort.
(C) Dividends historically paid in early January,
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NICOR, INC. NYSE-GAS 42.08
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1.86

1.12

2B.90

4.14

1.92

1.18

31.02

3.80

1.97

1.22

3 1 2 3

4.11

2.07

1.25

29.42

4.19

1.96

1.28

37.39

4 9 7

2.42

1.32

41.33

5.29

2.55

1.40

30.B4

5.21

2.31
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34.45

5.59

2.57

1.54

50.52

5.16

2.94
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57.30

6.41

3.01

1.76

43.11

6.03

2.88

1.84
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1 2 2 8

3.12

12.76

2.62
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3.34

13.26

3.12

13.67

2 4 2

14.74
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15.97

3.28
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16.39
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57.30 55.77 53.96 51.54 50.30 49.49 48.22 47.51 45.89 45.49 44.40 44.01
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11.6
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3 .9%
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2006 2007 2008 © VALUE LINE PUB., INC2003
60.46

5.37

2.11

1.86

4.12

17.13

44.04

15.B

.90

5 .6%

2682.7

93.1

35.2%

3.5%

39.6%

50.3%

1 2 5 1 5

2484.2

8.3%

12.3%

12.3°/»

2004
62.12

6.00

2.22

1 ,he

4.32

16.99

44.10

15.9

.84

5.3%

2 7 3 9 ]

98.1

31,8%

3.6%

39.8%

60.1%

1245.0

2549.8

8 .8%

1 3 4 %

1 3 4 %

2005
76.00

6.19

2.29

1 8 6

4.57

1 8 3 6

4 4 1 B

17.3

.92

4.7%

3357.8

101.1

28.3%

3 0 %

3 7 4 %

62.5%

1 2 9 7 ]

2659.1

9.4%

12.5%

12.5%

65.92

6 8 2

3.03

1.88

73.35

7.25

z o o

1.85

74.45

7.35

2,90

1.86

Revenues  pe r sh

" C as h F lo w"  p e r  s h

Earnings  pe r s h A

Div'ds  Dec l ' d  pe r sh B I

80 .00

7.70

2.90

1.85

4.17

19.43

4.45

20.45

4.45

21.50

Cap ' l Spending p e r  s h

B o o k Value per sh

4.75

23.05

44.90 45,00 45.00 Common Shs Ou!st'g c 45.00

1 6 . 0 .

1 .05

4.5%

15.0

.81

4.3%

Bold fig
Value

eslin

res are

Line

Ares

Avg Ann' l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

2960.0

128.3

3300

125

3350

130

Revenues  ($mi l l )

Net Prof it ($miI I )

3600

130

26.3%

4.3%

30.0%

3.8%

31.0%

3 .9%

Income Tax Rate

Net Pro f lt Margin

33.0%

3.6%

36.3%

63.7%

35.0%

65.0%

34.0%

66.0%

Long-T erm Debt Ratio

Common Equity Ratio

33.0%
67.0%

1 3 7 0 ]

2714,1

1420

2850

1465
2950

Total Capital (Swim
NetPlant ($mill)

1600

3225

10.9%

14.7%

14.7%

10.5%

13.5%

14.0%

10.5%

13.5%

13.0%

Return on To tal Cap ' I

Re c u r o n Shr.  Eq ui ty

Return on Com Equity

10.0%

12.5%

13.0%

1992.8

124.3

1465.1

111.1

1515.2

121.9

2 2 9 8 1

136.4

2544.1

136.3

1897.4

128.0

35.0%

6.2%

34.4%

7.6%

34.7%

7.5%

34.8%

5.9%

33.5%

5.4%

31.0%

6.7%

42.3%

57.2%

42.1%

57.4%

35.5%

5 4 0 %

32.7 A

66.7%

37.8%

81.7%

35.1%

64.5%

1300.6

1735.8

1322.6

1731.8

1230.1

1 7 3 5 2

1061.2

1729.6

1180.1

1768.6

1128.9

1 7 9 6 8

11.1%

16.6%

16.7%

9.9%

14.5%

14.6%

10.9%

15.4%

15.4%

13.7%

1 8 1 %

19.2%

12.3%

1 8 5 %

18.7%

12.2%

17.5%

17.5%

C A P I T A L S T R U C T U R E  a s  o f  6 /3 0 /0 7

T o ta l D e b t $ 4 9 8 .1  m i l l .  D ue  in 5  Yrs  $ 4 9 8 .1  m m .

LT  Deb t $498 .1  mi l l . L T  I nte re s t  $ 5 .1  m i l l .

(To tal  inte res t cove rage : 4 .6x)

Pe n s io n As s e ts -1 2 /0 6  $ 4 3 2 .3  m i l l .  Ob l ig .  $ 2 7 1 .3

mil l .

P f d S to c k $.6  mil l . P f d  D iv ' d  $ 2 .0  m i l l .

(11 ,681  s hares  o f  4 .48% mandato r i ly redeemab le

pre fe rred  s tock)

C o mmo n  S to c k 45  113 ,846  s hares

a s o f 7 /26 /07

MA R K E T  C A P :  $ 1 .9  b i l l i o n (M id C a p )

2 0 0 6 6/30 /072 0 0 5

1 9 0 . 4
5 a 5 . 2

7 2 5 6

5 2 5 . 3

1 2 6 . 9
1 2 1 8 . 8

1 3 4 5 . 7

6 5 8 . 2
6 3 6 . 0
3 2 B . 7

1 6 2 2 . 9

3 6 7 'V

6 7 . 8
8 4 3 . 1

9 1 0 . 7

5 6 4 . 5
3 5 0 . 0
2 2 7 . 9

1 1 4 2 . 4

N M F

3 9 5 . 6

9 2 0 . 9

2 9 . 2 %

C UR R E NT  P O S I T I O N
(SMILL)

C a s h  A s s e t s
O t h e r

C u r r e n t  A s s e t s

A c c t s  P ayab l e
D e b t  D u e
O t h e r

C urre nt  L im b .

F i x .  C hg .  C o v .

P a s t

5 Yrs.
7 . 5 %
1 . 0 %

- 3 . 0 %
2 . 5 %
2 . 5 %

P a s t
1IJ Yrs.

7 . 5 %
3 . 5 %
1 . 5 %
4 . 0 %
3 . 0 %

A NNUA L  R A T E S

of change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a r n i n g s
D i v i d e n d s
B o o k  V a l u e

E s t ' d  ' 0 4 - ' 0 G

to '10-'12
0 . 5 %
0. 5%
4 . 5 %
7 . 0 %
5. 0%

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

F u l l
Ye a r

2004

2005

2005

2007

2008

4 2 9 .5

484 .4

451 .3

5 5 6 .9

5 6 5

2 9 9 .9

2 3 6 .0

3 5 1 .1

4 0 0

4 1 5

8 9 4 .6

1 3 5 7 .5

8 3 8 .2

1008 .4

1 0 2 0

1115.7

1179.9

1319.4

1334.7

1350

2 7 3 9 .7

3 2 5 7 .8

2 9 6 0 .0

3 3 0 0

3 3 5 0

C al -
e n d a r

EARNINGS PER SHARE A

Mar .3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1
Full
Year

2004

2005

2006

2007

2008

. 4 4

.3 5

.4 1

.4 0

. 4 3

.9 6

.9 8

.94

.9 3

. 9 5

1 .0 8

1 .0 2

1 .2 9

1 .1 3

1 .1 7

d .2 6

d .0 e

.3 9

.3 4

. 3 5

2 .2 2

2 .2 9

3 .0 3

2 . 8 0

2 . 9 0

Cal-
endar

QUARTERLY DIVIDENDS PAID B I

Mar .3 1 J u n . 3 D  S e p . 3 0 D e c .3 1

Full
Ye a r

2003

2004

200s

2005

2007

. 4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.4 6 5

.465

.4 6 5

.4 6 5

1.86

186
1.86

1.86

7 6 %

5 5 %

5.4%

63%

6 2 %

60%

B.5%

56%

7.9 %

5 8 %

6.5%

63%

1.5%

88%

2.1%

8 4 %

2.3%

81%

5.2%

6 5 %

4.5%

66%

5.0%

64%

Retained to Com Et

All Div'ds to Net Prof

4.5%
6 4 %

i nc l ud e  T r o p i c a l  S h i p p i ng  s ub s i d i a r y  and  s e ve r a l  e ne r g y  r e l a t e d

ve nture s ,  D ive s te d  in land  b arg ing ,  7 /8 6 ,  c o nt rac t  d r i l l i ng ,  9 /8 8 ,  o i l

a n d  g a s  E 8 . P ,  6 1 9 3 .  Ha s  a b o u t  3 , 9 0 0  e m p l o y e e s .  O f f . l d i r ,  o wn

ab o u t  1 . 7 %  o f  c o m m o n s t o c k . (3107 p r o x y ) .  C h a i r m a n  a n d  C E O :

R us s  S t ro b e l .  I nc . :  I l l ino is  A d d re s s :  1 8 4 4  F e rry R o ad ,  Nap e wi f le ,  l l

l ino is  60563 . Te lephone : 630~305 -9500 . I nte rne t:  www.nic o r.c om.

B US I NE S S : Nic o r  inc  i s  a ho ld ing  c o m p any wi th g as  d is t r ib ut io n as

i t s  p r im ary  b us ine s s .  S e rve s  o ve r  2 .1  m i l l i o n c us to m e rs  i n  no r the r

and  we s te rn I l l ino is .  2 0 0 6  g as  d e l ive re d :  4 3 8 .7  B c f ,  inc l .  2 0 6 .0  B c f

f ro m  t rans p o r ta t i o n.  2 0 0 6  g as  s a le s  (2 3 2 .7 c f ) :  re s id e nt ia l ,  8 0 %,

c o mme rc ial ,  1 8 /» ,  ind us tr ial ,  2 %. P r inc ip al  s up p lying  p ip e l ine s :  Nat-

ural  G as  P ip e l ine ,  Ho r izo n P ip e l ine ,  and  T G P C .  C ur re nt  o p e rat io ns

Former executives have been charged
with fraud by the SEC. Specifically, the
SEC is investigating these former officers
for manipulating earnings through fraudu-
lent transactions. Those charged include
former CEO Thomas Fisher, CFO
Kathleen Halloran, and Treasurer George
Behrens. Note that the former executives
plan to contest the charges. This follows
legal troubles at Nicer last year, when the
company paid $10 million to settle civil
charges for engaging in accounting fraud.
Results should begin to improve start-
ing in 2008. Although the company will
likely need rate relief somewhere in this
timeframe, we believe Nicol's cost-cutting
initiative should begin to contribute to
gains in 2008. What's more, the company's
focus on better utilizing its resources may
also spur growth. Moreover, Nicol's diver-
sified business should benefit top- and
bottom-line expansion.
These shares are ranked to lag the
market in the year ahead. All told, we
believe investors should stay on the
sidelines until some of Nicorls problems
are resolved,
Richard Gallagher September 14,2007

Nicer reported flat June-period
bottom-line results. The top line regis-
tered solid growth, but profits were
dragged down by weak results in the gas
distribution and shipping businesses. Ad-
ditionally, the company had less tax bene-
fits available this year, which also weighed
on results.
The remainder of 2007 doesn't look
much better. Indeed, earnings will proba-
bly be down from 2006's tally, which
benefited from a strong performance in
wholesale natural gas marketing. More-
over, base rates, which with relief from
regulatory bodies can boost profitability,
will probably remain unchanged. Bad debt
and high costs will likely continue to offset
gains registered in the gas deliveries seg-
ment for the remainder of the year. As a
result of the recent challenges, we have
lowered our share-net estimate by a nick-
el, to $2.80 a share.
Management has been trying to trim
expenses. Nicol seems focused on improv-
ing margins through cost containment,
particularly in the gas distribution divi-
sion. Indeed, better cost control will likely
be a key driver for 2007's results.
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10.12
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5.20
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Earnings per sh A
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46.45
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3.20

u s

3.85

13.00

Cap'l Spending per s h

Book Value per sh

3.85

26.35

27.00 Common ShS 0uts t 'g c '2a.00

res are

Line

Otes
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1.20
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Revenues ($mill)

Net Profit ($mill)

1300

87,0

37.0%

6.7%

37.0%

6.7%

Income Tax Rate

Net Profit Margin

47.0%
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1200
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Net Plant ($mill)

1350
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2.57
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1.13

1410
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1,17
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2004
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CAPITAL STRUCTURE as of Gl30I07
Total Debt $619.1 mill,  Due in 5 Yrs $179.7 mill.
LT Deb! $517.0 mill. LT Interest $31 0 mill

(Total interest coverage: 3.5x)

Pension Assets-12/06 $238 mi ll
Oblig. $269 mill.
Pfd Stock None

Common Stock 26,580,275 she.
as of 7/31/07
MARKET CAP $1.3  bi llion (Mid Cap)

2005 2006 6130107

4 3
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161.5

66 .3
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7.1
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1 3 4 ]
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325 .6

3 4 0 %

5.8
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308.8
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129.6
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3 4 9 %

CURRENT POSITION
(SMILL)
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Current  Asse ts

Acc ts  Payable
De bt  Due
Othe r
Current Limb.

Fx.  Chg.  Cov .

ANNUAL RATES
of change (per sh)
Rev enues
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Book Va \ue

Pa s ! Es! 'd '04- '06
Yrs. 1D'1D-'12
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3.0% 5 . 0 %
3 . 0 % 7.0%
1.5 / , 5 5 %
3.5% 3 5 %

Pas!
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6 . 5 %
2 . 0 %
2 . 0 %
1.0 A
4 . 0 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31
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2005

2006

2007
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106.7
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341 .4

336.9

342.7
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254.5

308.7

390.4

394.1

405

109.7

153.7
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183.2
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707.6

910.5

1013.2

1040

1075

C a l-
e nd a r

EARNINGS PER SHARE A

Ma r . 3 1  J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2004

2005

200s

2007

2008

.95

.94

1,15

1.18

1.21

d.30

d.31

d.35

d.33

d.33

1.24

1.44

1.48

1.70

1.69

d.03

.04

,07

.10

.08

1.86

2.11

2.35

2.65

2.65
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QUARTERLY DNIDENDS PAID B l
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Full
Year
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2004

2005

2006

2007

.325
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345

.355
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.325

.325

.345

.355

.315

.325

.325

.345

.355

.315

.325

.325

.345

.355

1.27

1 3 0

1.32

1.39

361.8

43.1

4 1 8 ]

27.3

455.8

44.9

32.8%

119%

31.0%

6.5%

354%

9.9%

46.0%

49.0%

45.0%

50.6%

46.0%

499%

74B.0

827.5

8158

8 9 4 1

8615

B953

7.4%

107%

110%

5.0%

6.1 %

6.0%

63%

97%

99%

3 5 %

70%

NMF

118%

2 8 %

74%

3.1%

70%

35%

67%

1 9 %

79%

2.6%

72%

2.7%

69%

3.7%

63%

4.2%

60%

5.0%
54%

5.0%

57%

Retained to Com Eq

All Div'd§ to Net Prof
4.5%

55%

Owns  loca l underground s to rage .  Rev .  breakdown:  res ident i a l,

55%, commerc ia l,  2B%, industr ia l,  gas transportat ion, and other,

17%. Employs 1,200. Fidelity owns 14.9% of shares, Snyder Cap'l_

8.7%, of f . ld i r . ,  2 .0% (4107 proxy ) .  CEO:  Mark  s .  Dodson, I nc ;

Oregon.  Address :  220  NW  2nd Ave . ,  Por t land,  OR 97209.  Te le -

phone: 503-226-4211. Internet: www.nwnatural.com.

BUSINESS: Northwest Natura l Gas Co, dis t r ibutes  natura l gas  to

90 communities, 641,000 customers, in Oregon (90% of customers)
and in southwest Washington state Principal cities served: Portland

and Eugene. OR, Vancouver, WA, Service area population: 2.5 mill.

(77% in OR) Company  buys  gas  supply  f rom Canadian and U.S

producers; has transportation rights on Northwest Pipeline system.

N o r t h w e s t  N a t u r a l  r e m a i n s  o n  t r a c k
f o r a  r e c o r d y e a r .  E a r n i n g s  r o s e  a  b i t  i n
t h e  s e a s o n a l l y  s l o w  s e c o n d  q u a r t e r  a s  a  r e -
s u l t  o f  h i g h e r  p r o f i t s  i n  t h e  s m a l l  g a s
s t o r a g e  b u s i n e s s .  G a s  d i s t r i b u t i o n  p r o f i t s
w e r e  a t  r o u g h l y  b r e a k e v e n ,  a s  i n  t h e  p r i o r -
y e a r p e r i o d . F i r s t  q u a r t e r e a r n i n g s
b e n e f i t e d  f r o m  $ 0 . 2 2  a  s h a r e  i n  p r o f i t s
f r o m  t h e  p u r c h a s e d  g a s  a d j u s t m e n t  i n
O r e g o n .  N o r t h w e s t  r e t a i n s  o n e  t h i r d  o f  t h e
d i f f e r e n c e  b e t w e e n  f o r e c a s t  a n d  a c t u a l  g a s
c o s t s  i n  O r e g o n ,  w h e t h e r  a t  a  p r o f i t  o r
l o s s ;  i n  W a s h i n g t o n ,  1 0 0 %  o f  g a s  c o s t s  a r e
p a s s e d  t h r o u g h  t o  c u s t o m e r s .
W e a n t i c i p a t e  l i t t l e  c h a n g e  i n e a r n -
i n g s  o v e r  t h e  b a l a n c e  o f  t h e  y e a r . C u s -
t o m e r  g r o w t h  w a s  a b o u t  2 . 6 %  i n  t h e  f i r s t
h a l f  o f  t h e  y e a r .  W h i l e  t h a t ' s  s t i l l  a b o u t
d o u b l e  t h e  n a t i o n a l  a v e r a g e ,  i t ' s  d o w n
f r o m  l a s t  y e a r .  w i t h  t h e  c r i s i s  i n  h o u s i n g
c o n t i n u i n g ,  c u s t o m e r  g r o w t h  w i l l  p r o b a b l y
c o n t i n u e  t o  f a l l ,  w h i l e  r e m a i n i n g  a b o v e  t h e
n a t i o n a l  a v e r a g e .
E a r n i n g s w i l l  l i k e l y  b e  a b o u t  t h e s a m e
i n 2 0 0 8 , b a r r i n g  a n o t h e r  l a r g e  g a i n  f r o m
a s t u t e  g a s  p u r c h a s i n g  i n  O r e g o n .  C u s t o m -
e r  g r o w t h  w i l l  p r o b a b l y  r e m a i n  a b o v e  2 % ,
a n d  c o s t s  s h o u l d  r e m a i n  u n d e r  g o o d  c o n -

t r o l  a s  N o r t h w e s t  c o m p l e t e s  i t s  w o r k
r e o r g a n i z a t i o n  p r o g r a m ,  n o w  u n d e r  w a y .
T h e  p r o g r a m  a i m s  t o  r e d u c e  c o s t  c r e e p  b y
c e n t r a l i z i n g  a n d  s t a n d a r d i z i n g  t h e  u t i l i t y ' s
o p e r a t i o n s ,  w h i l e  o u t s o u r c i n g s  n e w  c o n -
s t r u c t i o n  a n d  s o m e  o t h e r  n o n - e m e r g e n c y
r e s p o n s e  w o r k .
E a r n i n g s a n d  d i v i d e n d  g r o w t h  o u g h t
t o  b e  a b o v e  i n d u s t r y  a v e r a g e s  o u t  t o
2 0 1 0 - 2 0 1 2 . E a r n i n g s  s h o u l d  b e n e f i t  f r o m
O r e g o n  l s  w e a t h e r  n o r m a l i z a t i o n  a n d  c o n -
s e r v a t i o n  c l a u s e s ,  w h i c h  p r o t e c t  N o r t h -
w e s t ' s  p r o f i t s  f r o m  t h e  e f f e c t s  o f  u n u s u a l
w e a t h e r  a n d  l o w e r  u s a g e  d u e  t o  c o n s e r v a -
t i o n .  A n d  t h e  s t a t e  i s  e x t e n d i n g  t h e  u r b a n
d e n s i t y  b o u n d a r y  t o  t h e  s o u t h e a s t  o f  P o r t -
l a n d ,  t h e  m o v e  w i l l  p r o b a b l y  c a u s e  r a p i d
p o p u l a t i o n  a n d  c u s t o m e r  g r o w t h  t h e r e .
M o r e o v e r ,  t h r e e  n e w  l i q u e f i e d  n a t u r a l  g a s
p l a n t s  i n  N o r t h w e s t ' s  t e r r i t o r y  c o u l d  a d d
t o  i t s  t h r o u g h p u t  b y  2 0 1 2 .
T h e s e  u n t i m e l y ,  h i g h - q u a l i t y s h a r e s
m a y  a p p e a l  t o c o n s e r v a t i v e  a c c o u n t s .
N W N ' s  d i v i d e n d  y i e l d  i s  b e l o w  t h e  i n d u s -
t r y  a v e r a g e ,  b u t  e a r n i n g s  g r o w t h  s h o u l d
b e  a b o v e  a v e r a g e ,  p r o d u c i n g  w o r t h w h i l e ,
r i s k - a d j u s t e d  t o t a l - r e t u r n  p o t e n t i a l .
S i g o u r n e y  B .  R o m a i n e S e p t e m b e r  1 4 ,  2 0 0 7

(B) Dividends historically paid in mid-February,
mid-May, mid-August, and mid-November.
I Div idend reinvestment plan avai lable
(C) In millions, adjusted for stock split.

A
100
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80

Company's Financial Strength
Stock's Price szabinizy
Price Growth Persistence
Earnings Predictability

30.8
24.3

T a r g e t  P r i c e  R a n g e
2 0 1 0 2 0 1 2

120
100
80
64
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2 4
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2013

12.9 -  1 3 0

,76 .B5

5 .2 % l 5.5%

(A) Di luted earnings per share Exc iudes non-
recurr ing i tems :  '98 ,  $0 .15 ,  '00 ,  $0 .11 ,  '06 ,
($0.06) Next earnings report due early Novem-
ber,
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19 .95

2 .31

1 . 2 1

8 5
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11 .15

76.67

16 . 6

. e a

4 . 1%

1529 .7

9 5 . 2

3 5 . 1 %

6 . 2 %

43 .6%

5 6 . 4 %

1514 .9

1849 .8

7 . a %

1 1 . 1 %

11.1%

2001
17 .05

1.81

1.01

. 7 6

1 . 29

a.sa

64.93

16.7

.BS

4 . 5%

1101 .9

65 .5

3 4 . 5 %

5 . 9 %

47.6%

52.4%

1069.4

1114.1

1 . 9 %

11.7°/»

11 .1%

2002
12.57

1.81

. 9 5

. s o

1.21

8 .91

66.18

1 8 4

1.01

4 . 6%

832.0

62 .2

3 3 1 %

7 . 5 %

43 .9%

56.1%

1051 .6

1158.5

7 .B%

t 0 . 6 %

10 .6%

1991 1992 1993 1994 1995 1996 1997 1998 1999

8 . 3 2

. 7 8

. 4 4

. 4 4

8 .91

1 . 0 1

. 7 0

. 4 6

10 .57

1 . 14

. 7 3

. 4 8

10.B2

1.13

. 6 8

. 5 1

8 .76

1 . 25

. 7 3

. 5 4

11 .59

1 . 49

8 4

. 5 1

12 .84

1 . 62

. 9 3

. 6 1

1 2 . 4 5

1 .72

. 9 8

. 6 4

10 .97

1.10

.93

. 6 8

1 . 3

4 . 83

1.41

5 . 1a

1 . 58

5 . 4 5

1 . 95

5 . 6 8

1.72

8.16

1.64

6 .53

1 . 52

6 .95

1 . 48

7 . 4 5

1 . 5a

7 . 8 5

49 .46

" " 1 6 . 3

1 . 04

6 . 0 %

51.59 52.30 5 3 . 1 5 57.67 59.10 60.39 5 1 . 4 8 62.59

17.7

1 .01

4 .1%

13 . 8

. 9 2

5 . 4 %

13 . 9

.B7

4 . 9%

13.6

J o

4 . 8 %

18 . 3

. 8 5

4 . 0 %

12 . 3

. 7 5

5 . 3%

15.4

.91

4 . 3%

1 5 . 1

1.03

4.B'/ l

2000
13 .01

1 . 77

1 . 01

. 7 2

1 . 6 5

8 . 2 6

53.83

14 . 3

. 9 3

5 . 0 %

8 3 0 . 4

6 4 . 0

3 4 . 7 %

7 . 7 %

4 5 . 1 %

53 .9%

978.4

1 0 7 2 . 0

8 . 3 %

1 2 . 1 %

1 2 . 1 %

2 2 . 9 6

2 . 4 3

1.32

. 9 1

2 5 . 8 0

2 . 5 0

1 . 27

. 9 5

2 5 . 5 5

2 . 5 5

1 .45

1 . 0 0

h a s

2.55

1 .50

1.04

Re v e nue s pe r sh A

" Cash  F lor"  pe r  sh

E am i n g s  p e r  sh  l

D iv 'ds  De d 'd  pe r  sh  c .

3 0 . 5 5

2 .95

1 .70

1 .16

2.74

1 =.a3

1.95

12.15

2 . 0 5

12 .40

Cap'I  Spe nding pe r sh

Book V alue  pe r  sh °

2 . 3 0

13.60

2 . 5 0

11.53

74.61 7 3 . 8 0 73.00 Com m on She 0 u t s t ' g  E r u e7 6 . 7 0

17.9

.as

3 . 8%

19 . 4

1.02

3 . 9 %

n u  n g

W1u1

asking

in: an
Una
lies

Av g Ann'I  PIE Rat io

Re lat fv n PE Rat io

Av g Ann'l  Div 'd We ld

2 2 . 0

1 .30

3 . 5%

1761 .1

101.3

1924 .7

9 6 . 7

1 1 8 5

1 0 5

1960
110

Revenue ($mill) A

nm pm (snd11)

mo
120

33 .7%

5 . 8%

3 5 . 0 %

5 . 0 %

35 .0%

5 . 7%

35 .0%

5 6 %

Incom e  Tax  Rne

N e t  P r u t  M a r g i n

3 5 . 0 %

5 . 5 %

4 1 . 4 %

58 .6%

4a .3%

51.7%

4 9 . 0 %

51 .0%

50 .0%

50 .0%

Long-Te rm  De bt Ratio

Com m on Equity  Rat io

4a.m

51.3%

1 5 0 9 2

1939.1

1 7 o a 0

2075 . 0

1755

2 1 0 0

m a

2150

anal Capital (sum)

Net Plant (swim

1910

2 3 5 0

8 . 2 %

11 .5%

11.5%

7 . 1 %

11 .0%

11 .0%

7 . 5%

11 .0%

11 .0%

7 . 0%

12.0%

1 2 . %

Re turn on Total  Cap'I

Re cur on Shy .  Equi ty

Re cur  on  Com  Equ i ty

7 . 5 %

1 1 . 5 %

1 1 5 %

7 7 5 . 5

55 .2

7 6 5 . 3

6 0 . 3

8 8 6 . 5

58 .2

39 .1%

1 . 1 %

39 .2%

`I .9 '/ l

3 9 . 7 %

B.5'/»

47 .6%

5 2 . 4 %

4 4 . 7 %

55 .3%

46 .2%

53.B%

800.8

941.7

8 2 9 . 3

9 9 0 . 6

9 1 4 . 1

1041.0

8 . 9 %

13 .1%

13 .1%

9.2°/»

1 3 . 2 %

13 .2%

8 . 1 %

11.8%

11 .6%

C A P I T A L  S T R U C T U R E  a s  O f  4 r s 4 a m 1

Tuba l  De bt  $854 .5  m i l l .  Due  In  5  Y r :  $150 .0  m i l l .

LT  De bt  $825 .0  m i l l . LT  In te re s t  $50 .0  m i l .

(LT inte re st  e arne d:  4 .0x _ ta l  in le re si eumeragez

4 . 0 x )

Pcnsloh Asse ts-1  a las  $211 .9  m i l l .

Obl ig .  $236.3  m i l l .

P f d  S t o c k  N o n e

C o m m o n  S t o c k  7 3 , 9 0 9 . B 3 6  s h e .

a s  O f  e l 4 m 1

M A R K E T  C A P :  $ 2 . 0  b i l l i o n  ( M i d  C I P )

z o o s 4rs0101z o o s

1 . 1
4 9 7 . 8

5 0 4 . 9

1 8 2 . 8
1 9 3 . 5
1 5 2 . 3

5 2 8 . 6

2 7 1 %

6 . 9
4 6 7 . 1

4 7 6 . 0

8 0 . 3
1 7 0 . 0
1 5 0 . 1

4 0 0 . 4

2 6 1 %

1 0 . 4
3 7 5 . 0

3 8 5 . 4

1 0 1 . 1
2 9 . 5

1 3 3 . 9

2 6 5 . 1

3 0 0 ° /

C U R R E N T  P O S I T I O N
M I L L )

C a s h  A s s e t s
O t h e r

C u r r e M  A s s e t s

Aocm s Pay able
D e b t  D u e
O t h e r

Curre nt  L im b.

F i x .  C h g .  C o v .

Past
10 Yrs.

7.5%
7.0%
5.5%
5.5%
6.5%

Est'd '04-'05
lb '10-'12

5.0%
3. 5%
4.5%
4.5%
3.0%

ANNUAL RATES
ofchange (per sh)
Revenues
"Cash FlOW"
Eamings
Dividends
Book Value

Pas!
5 Yrs.
11.0%
5.5%
5.0v.
5.0%
6.5%

Flscal
Your

Ends

QUARTERLY REVENUES (S mill.) A

J a n . 3 1 A p r . 3 0 J u l . 3 1 0 5 1 . 3 1

Full
Fiscal
Year

2004

2005

2008

2001

200a

6 1 8 . 8 4 8 2 . 4

6 8 0 . 6 5 0 8 . 0

9 2 1 . 4 4 8 3 . 2

6 7 7 . 2 5 3 1 . 6

t o o 5 4 0

2 1 4 . 7

2 3 2 . 9

2 3 7 . 9

3 3 6

2 7 5

2 1 3 . 8

3 3 9 . 6

2 8 2 . 2

3 4 0 . 2

3 4 5

1 5 2 9 . 7

1 7 6 1 . 1

1 9 2 4 . 7

1 1 8 5

1 9 6 o

Fiscal
Year

Ends

EARNINGS PER SHARE A I F

J a n . 3 1  A p r . 3 0 J u l . 3 1 0 d . 3 1

F u l l
F i s c a l
Y e a r

2004

2005

zoos

2007

2000

d . 2 1

d . 0 7

d . 0 8

d . 0 l

d . 0 4

d . 1 1

d . 0 6

d . 1 s

d . 1 0

d . 0 6

1 . 0 3

. a s

. 9 4

. 9 4

. 9 5

. 5 4

. 5 2

. 5 7

. 5 9

. a s

1 . 2 7

1 . 3 2

1 . 2 1

1 . 4 5

1 . so

C a l -

e n d a r

QUART ERLY DMDENDS PAID ¢=l

M a r . 3 1 J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Ynr

2003

2004

2005

zoos

2007

. 2 0 8

. 2 1 5

. 2 3

. 2 4

. 2 0

. 2 0 8

. 2 1 5

. 2 3

. 2 5

. 2 0 8

. 2 1 5

. 2 3

. 2 4

. 2 5

. 2 0 8

. 2 1 5

. z a

. 2 4

. 2 5

. 8 2

. a s

. 9 1

. 9 5

4 . 6 %

8 5 %

4. l l '/»

6 5 %

3 . 3 %

7 2 %

3. 5%

7 1 %

3 0 %

7 5 %

1 . 7%

a s %

3 . 1 %

1 4 %

3 . 7 %

6 6 %

3.6%

68'/»

2 . 8 %

7 5 %

3 . 5 %

6 9 %

3 . 5 %

6 9 %

Re ta ine d to  Com  Et

IAIN Div ld5 to  Ne t  m f

4 .0%

69%

a . 1  y e a r s .  N o n  r e g u l a t e d  o p e r a t i o n s :  s a l e  o f  g a s - p o w e r e d  h e a t i n g

e q u i p me n t .  n a t u r a l  g a s  b r o k e r i n g :  p r o p a n e  s a l e s .  H a s  a b o u t  2 , 0 5 1

e mp l o y e e s .  O l h o e r s  A  d i r e a o r s  o w n  l e s s  t h a n  1 %  o f  c o mmo n  s t o c k

( 1 I 0 7  p r o x y ) .  C h a i r m a n ,  C E O .  &  P r e s i d e n t :  T h o m a s  E .  S k a r n s . In c . :

N C .  Ad a r . :  4 7 2 0  P i e d mo n t  R o w  D r i v e ,  C h a r l o t t e .  N C  2 8 2 1 0 .  T e l e -

p h o n e :  7 0 4 - 7 3 1 - 4 2 2 6 .  In t e r n e t : . p i e d mo n t n g . o o m.

B u s i n e s s :  P i e d m o n t  N a t u r a l  G a s  C o m p a n y  i s  p r i m a r i l y  a  r e g u -

l a t e d  n a t u r a l  g a s  d i s t r i b u t o r .  s e w i n g  o v e r  1 , 0 1 6 , 0 0 0  c u s t o me r s  i n

N o r t h  C a r o l i n a .  S o u t h  C a r o l i n a .  a n d  T e n n e s s e e .  2 0 0 6  r e v e n u e  mi x:

r e s i d e n t i a l  ( 4 4 % ) ,  c o mme r c i a l  ( 2 6 % ) ,  i n d u s t r i a l  ( 1 1 % ) ,  o t h e r  ( 1 9 ' / » ) .

P r i n c i p a l  s u p d i e r s :  T r a n s c o  a n d  T e n n e s s e e  P i p e l i n e .  G a s  c o s t s :

7 2 . 8 %  o f  r e v e n u e s  ' a s  d e p r e s s .  r a t e :  3 . 5 % .  E s t i ma t e d  p l a n t  a g e :

N a t u r a l l i k e l y  p o s t e d
a d v a n c e s  i n  t h e  f i r s t

n y  m a y  w e l l  g a r n e r  a d d i t i o n a l  i n c o m e
f r o m  o f f - s y s t e m  s a l e s  t o  o t h e r  p r o v i d e r s .  I n
t u r n ,  a  l a r g e  p o r t i o n  o f  t h e s e  p r o c e e d s  c a n
f i n a n c e  c u s t o m e r  r e f u n d s ,  w h i c h  w o u l d  n o t
o n l y  b o o s t  t h e  t o p  l i n e ,  b u t  h e l p  i n c r e a s e

c u s t o m e r  r e t e n t i o n .
W e  l o o k  f o r  y e a r - t o - y e a r  e a r n i n g s  a d -
v a n c e s t o  m o d e r a t e i n 2 0 0 8  a n d
b e y o n d .  E v e n  w i t h  a n  e x p a n d i n g  c u s t o m -

e r  b a s e ,  a b o v e - a v e r a g e  t e m p e r a t u r e s  a r e
a f f e c t i n g  t h e  t o p  l i n e .  A n d  m o s t  o f  t h e
m a r g i n i m p r o v e m e n t s s t e m m i n g f r o m

c o s t - c u t t i n g  e f f o r t s  s h o u l d  b e  s e e n  i n  t h e
c u r r e n t  y e a r .  T h u s .  w e  a n t i c i p a t e  f u t u r e

s h a r e - n e t  g a i n s  t o  o c c u r  a t  a  s l o w e r  p a c e .
T h e s e  s h a r e s  a r e  m o d e r a t e l y  a p p e a l -
i n g  a t  t h i s  t i m e .  T h e  e q u i t y s  a p p r e c i -
a t i o n  p o t e n t i a l f o r  t h e  3 -  L o  5 - y e a r
t i m e f r a m e  i s  a b o u t  a v e r a g e .  A n d  i t  i s

r a n k e d  t o  p e r f o r m  i n  l i n e  w i t h  t h e  o v e r a l l
m a r k e t  f o r  t h e  y e a r  a h e a d .  I n v e s t o r s  w i t h
a n  e y e  o n  c a p i t a l  p r e s e r v a t i o n  s h o u l d  n o t e
t h e  i s s u e ' s  A b o v e - A v e r a g e  S a f e t y  r a n k  ( 2 ) ,

a n d  i t s  t o p  s c o r e  f o r  P r i c e  S t a b i l i t y ,  w h i c h
i s  e v i d e n t  i n  i t s  s t a b l e  q u o t a t i o n  d u r i n g
r e c e n t  m a r k e t  d o w n t u r n s .  T o o ,  i t  o f f e r s  a n
a t t r a c t i v e  d i v i d e n d  y i e l d .

B r y a n  F o n g S e p t e m b e r  1 4 , 2 0 0 7

P i e d m o n t G a s
s o l i d  e a r n i n g s
n i n e  m o n t h s  o f  f i s c a l  2 0 0 7 ,  i n  c o m -

p a r i s o n  t o  l a s t  y e a r .  S h a r e - n e t  l o s s e s  a r e
p r o b a b l e  i n  t h e  t h i r d  a n d  f o u r t h  q u a r t e r s .
a s  i s  t h e  n o r m  f o r  t h i s  s e a s o n a l  b u s i n e s s .
T h e  t o p  l i n e  l i k e l y  e x p e r i e n c e d  a  d e c l i n e
s e q u e n t i a l l y .  a  t r e n d  t h a t  s h o u l d  c o n t i n u e
i n  t h e  f o u r t h  q u a r t e r .  H o w e v e r ,  m a r g i n

s t a b i l i z a t i o n  f e a t u r e s .  c o u p l e d  w i t h  b u s i -
n e s s  p r o c e s s  i m p r o v e m e n t s .  h a v e  h e l p e d
s p u r  c o s t  s a v i n g s  a n d  g r e a t e r  e f f i c i e n c y .  I n

f a c t ,  t h e  c o m p a n y  h a s  r e d u c e d  e x p e n s e s  b y
5 %  s o  f a r  t h i s  y e a r .  A l l  t o l d ,  w e  l o o k  f o r
t h e  a n n u a l  e a r n i n g s  t a l l y  t o  r i s e  a p p r o x i -

m a t e l y  1 5 %  o v e r  l a s t  y e a r .
T h e  H a r d y  S t o r a g e  C o m p a n y ,  P i e d -
m o n t ' s  j o i n t  v e n t u r e ,  i s  o n  s c h e d u l e
f o r  t h e  2 0 0 1 - 2 0 0 8  w i n t e r  s e a s o n .  T h e

s t o r a g e  f a c i l i t y  i n i t i a t e d  s e r v i c e  a n d  b e g a n
a c c e p t i n g  g a s  d u r i n g  t h e  A p r i l  p e r i o d .
H a r d y  a d d s  a  c o s t - e f f e c t i v e  a n d  d i v e r s e

u n d e r g r o u n d  s t o r a g e  a s s e t  t o  P N Y l s  s u p -
p l y  p o r t f o l i o .  A t  p r e s e n t .  P i e d m o n t  i s
t r y i n g  t o  b u i l d  s u f f i c i e n t  r e s e r v e s  t o  s e r v e
t h e  N o r t h  C a r o l i n a  a n d  S o u t h  C a r o l i n a

m a r k e t s  d u r i n g  t h e  u p c o m i n g  w i n t e r
m o n t h s .  S h o u l d  c a p a c i t y  a l l o w ,  t h e  c o m p a -

(C) Div ide nds historical ly  paid m id-January .

April ,  July ,  Octobe r.
I Div 'd  re inv e st .  Dan av ai lable ,  5A discount .

( D ) Induces de iened charges.  A l  101311061

B 4 4

1 0 0

6 0

a 0

C o m p a n y ' s  F i n a n c l a l  S t r e n g t h

S t o c k ' l  P r i c e  S t l h l l l f y

P r i c e  G r o f f  P e r s i s t e n c e

E a m i n g s  P r e d i c t a b i l i t y

$ 1 1 . 3  mi l l i o n  1 5 ¢ l s h a r e .
(E) In m ill ions, adjuste d for s\od< split .

(F )  Quarte rs  m ay  not  add to  tota l  due  lo

range  in  share s outstanding.

18.1
13.9

Target Price Range
2010 2012

B0

s o
50

40

30
25
20

15

10

._7.5

"0-12

(A l Fiscal year ends October 31st,
(B Diluted earnings. Excl. extraordinary item:
'00 8¢. Excl. nonrecurring charge: '97, 2¢.

Value Line Publishing, All H S reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties al any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscribers own,

or used lot generating or maNreting any primed or electronic publication,

N e xt  e a r n i n g s  r e p o r t  d u e  e a r l y  N o v .

a 2007, Inc.

of it may be reproduced, fesoid, stored nr Uansmined in any printed, electronic or other Iurm,

non-commercial, mtemal use. No part
service or product.I n o



SOUTHJERSEYIans. NYSE-SJI 34.02
RECENT
PRICE

PIE
RATIO 16.2(8:3:2a;12:3) 0.90
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VALUE
LINE
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INDEX
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Percent
shares
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1999 2000
17,60

1.B4

1.01

.72

22.43

1,95

1.08

.73

2,19

6 7 4

2.2t

7 2 5

22.30 23,00

13.3

.76

5.4%

13.0

.85

5.2%

392.5

22.0

515.9

24.7

42.8%

5.6%

43.1%

4.8%

53,B%

37.0%

54.1%

37.6%

405.9

533.3

443.5

562.2

7.4%

11.7%

14.5%

7.4%

12.1%

14.8%

I

I

2002
20.89

2.12

1.22

.75

3.47

9.67

24.41
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slowdown.
hue comparisons
able going forward

The °°'"p°;;{ has announced
ro8ect for Erina E"°td=v-

Bc form an
inks, measure
highly volatile unrealized

and operate a
that will generate electricity from

and Eamings
This issue offers worthwhile total

for a natural gas
and may interest investors look-

September 14, 20107

impact d lower customer utilization. The
Cl augmented the bottom line by Sl.4
million in the recent interim. Looking for-
ward. customer growth may ease to a de-
g°=- owing to the housing

despite this, we are optimistic about the
prospects for this business over the long

auf. as natural gas will likely remain the
fuel of choice within its service territory

a  new
Marl fa and

EY1CT9 have agreement
with the Sa em County Utilities authority
(SCUA) to construct. own.
f8c"i[y
landfl I methane §=*= in Salem County. The
companies will se l the project's electricity
to SCUA over a 20-year period. This fad -
lay will probably be constructed and opera-
ting by the third quarter of next year.
Th s stock is untimely However, these
good-qualig shares have superior scores
or Price tabllity Predic-
tability
return potential uti l i ty
¢0mP3ny_
i n or exposure to its industry.
A4§chael Napoli, CPA

South Jersey Industr ies reported
sol id top- l lne growth for  the second
quarter. This was a result of strength in
nonutility operations, as sales in these
businesses advanced roughly 35%. Reve-

ought to remain favor-
. and we project a top-

line advance in the mid-single digits for
2007. Readers are advised that share
earnings are now based on economic eam-

a non-GAAP that excludes
gains and losses

from commodity derivative transactions.
As a result, bottom line figures from 2007
onward are not directly comparable with
those from prior years.
Subsidiary South Jersey Gas has been
reportlngh mixed performance. Reve-
nues at t is business decreased roughly
9% in the second quarter.  A greater
decline in operating costs resulted in Im-
provirzig margins. and operating income ad-
vance 17%. This was partly due to the
Conservation Incentive Program (CIP).
which continues to benefit Jperformance.
This initiative allows South "Sal Gas to
promote energy conservation, w ile ln-
sulatlng the company from the negative

.02).
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Target Price Range
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"0-12

348.5

18.4

36.8%

5.3%

54.6%

35.8%

387.1

456.5

6.7%

10.5%

13.3%

(A) Based on GAAP EPS through 2006, eco-
nomic earnings thereafter. GAAP EPS: Q1
2007, $0.92, Q2 2007, $0.37. Excl. nonrecur.
gain: '01, $0.13. Excl gain (losses) from dis-
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2002 2003
3968

5.07

1.16

.82

35.96

5.11

1.13

.82

8.50

17.91

7.03

18.42

33.29 34.23

19.9

1.09

3.6%

19.2

1.03

3.8%

1320.9

38.6

123100

38.5

32.8%

2.9%

30.5%

3.1%

62.5%

34.1%

66.0%

34.0%

1748.3

1979.5

1851.6

217577

43%

5.9%

6.5%

4.2%

6.1%

6.1%
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2005 2006 2007 2008 © VALUE LINF PUB., INC2004

40.14

5.57

1.66

82

8,23

19.18

36.79

14.3

.76

3.5%

1477.1

58.9

345%

4.0%

54.2%

35.8%

1968.6

2336.0
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8.3%

8.3%
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5 4 %

69.3
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4 1 %
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4.2%
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1396.7
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395%

14175
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5 0 %

5 6 %

43.59

5.20

1.25

.82

48.47

6.07

1.98

.82

51.15

6.35

2.10

.86

54.55

6.60

2.25

.86

Revenues perch A

"Cash Flow" per sh

Earnings per sh A B

Div'ds Decl'd per sh Cl

58.95

7.20

2.70

.90

7.49

19.10

8.27

21.58

7.80

22.65

9.10

22.75

Cap'l Spending per sh

Book Value per sh

9.45

25.25

39.33 41.77 43.00 44.00 Common Shs 0uts t 'g D 47.50

20.6

1.10

3.2%

15.9

.86

2.6%

Bold fs
Value
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res an:
Line
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Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

1s.a

1.20

1.9%

1714.3

48.1

2200

90.0

2024.7

81.1

2400
95.0

Revenues ($milI) A
Net Profit ($mill)

2800

125

297%

2.8%

34.7%

4.0%

36.0%

4.1%

35.0%

4.0%

Income Tax Rate

Ne( Profit Margin

35.0%

4.5%

63.8%

362%

60.6%

39.4%

57.0%

43.0%

57.5%

42.5%

Long-Term Debt Ratio

Common Equity Ratio

54.0%

46.0%

20760

2489.1

2287.8

2668.1

2275

2a00

2350

3000

Total Capital ($miII)
Net Plant ($mill)

2600

3500

4.3%

6.4%

6.4%

5.6%

9.0%

9.0%

6.0%

9.0%

9.0%

6.0%

9.5%

9.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

6.5%

10.5%

10.5%

732.0

2 0 8

917.3

47.5

938.9

39.3

1034.1

38.3

29.2%

2 3 %

43/1%

5.2%

35.5%

4.2%

262%

3 1 %

63,6%

315%

60.2%

35.3%

803%

35.5%

60.2%

35B%

1 2 2 4 ]

13603

1349.3

1459.4

1 4 2 4 ]

1581.1

14BQ.9

1688.1

39%

4.7%

5.4%

5.8%

13.9%

10,0%

4.8%

70%

7B%

4 5 %

65%

7 2 %

CAPITAL STRUCTURE as of 6130107

Total Debt $13331 mill, Due in 5 Yrs $454.8 mill.
LT Debt $13038 mi ll. LT Interest $93.0 mill,
(Total interest coverage: 2.4x)

Pension Assets-12/06 M1 3 5  mi l l ,
Oblig. $534.9 mill.

Pfd Stock None

Common Stock 42408,116 she,
as of al1101

MARKET CAP: $1.2 billion (Mid Cap)

zo o s 200B 6130/07

29 .5
513.1
542 .7

2 5 9 5
1 0 7 .2
254 .3
5 2 1 .0

1 6 7 %

2 0 ]
2 B 7 4
308.1

107.9
29.8

285 .7
424 .4

2 2 5 %

1B.B
4 5 2 . 8
501 .6

255 .7
27 .5

2 0 2 9
4 9 8 .1

2 2 0 %

CURRENT POSITION
(W ILL)

Cas h As s e ts
Othe r
Current  Asse ts

Acc ts  Payable
De bt  Due
Ot he r
Current  L iab.

F ix.  Chg.  Cov .

Past
5 Yrs.

4 . 5 %
4 . 0 %
6 . 0 %

Pas!
10 Yrs.

6 .0 "/
4 . 5 %

1 2 . 0 %

Es!'d '04-'0G
10 '10-'12

5 . 0 %
4. 0%
9.0%
1.5%

3.5 A 4 . 0 %3 . 0 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
Ea rni ngs
Di v i dends
Bo o k Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.3D Dec.31

Full
Year

2004

2005

2006

2007

2008

460.5

497.0

565.1

599.8

650

473.4

542.9

676.9

793.7

850

2 7 8 ]

361.1
430.9

42655

475

264.5

313.3

351.8

380

4 2 5

1477.1

1 7 1 4 3

2024.7

2200

2400

Ca l-
e nda r

EARNINGS PER SHARE B

Mar.31 J un.3 0  Se p.3 D Dec.31
Full
Year

2004

2005

200s

2007

2008

d.24

d.07

.02

d.01

Ni l

1.18

.88

1.11

1.17

1.22

d.51

d.43

d.26

d.20

d.15

1.23

.87

1.11

1.14

1.18

1.66

1.25

1.98

2.10

2.25

Cal-
endar

QUARTERLY DIVDENDS PAID Cl

Mar.31 J un.30  SeD.30 Dec.31

Full
Year

2003

2004

2005

2006

2001

205

.205

.205

.205

.205

.205

.205

.205

,215

.205

.205

.205

.205

.215

.205

.205

.205

.205

.205

.82

.82

.82

.82

Target Price Range

LEGENDS
2.00 x Dividends p sh
divided by interest Rate
Relative Price Strength

OTISZ Vas .
haded area inWcales recessIon |

IIIH
\lIIIIII! HI

(A) incl. income for PriMerit Bank on the equity
basis through 1994. (B) Based on avg. shares
outstand. thru. '96, then diluted. Excl. nor rec
gains (losses): '93, B¢; '97, 16¢, `02, (10¢), '05
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LINE

29.4
21.0

31.5
21.8

30.5
25.3

29.5
19.3

28.8
23.2

31 ,4
26.7

34.8
28.8

33.6
27.0

35.9
29.8

High 1
Low:

25.0
19.1

31.4
20.9

1
TIMELINESS 3 Raised 5I25l07

SAFEW Raised412/83

TECHNICAL 3 Raised Bl29lD7
BETA .as (1.00=Market)

2010-12 PROJECTIONS
Ann'l Total

Recur
9%
2%

Price
40
30

Gain
(+20%
(-10 %

H'gh
Law
I n s i d e r  D e c i s i o n s

O N D J F M A M J
0 1 0 0 0 0 0 0 0
1 6 1 0 0 0 0 1 0
1 6 1 0 0 0 0 1 0

tnBuy
Options
in Sell

I n s t i t u t i o n a l  D e c i s i o n s

192906 102007 202001
w Buy 8 1 9 7 94
w Sell GB 6 2 B I
Hill's( no 30408 33055 35310

2011
L E G E NDS

2-lor-1 split 5/95
No

1.30 x Dividends 9 sh
divided Hg )rlleres Rate
Relative nee Strength

Oggonsz .
oded area indlcales recessIon

.1 L |. | |T *T '-

\1111 111111 | *la .| 11 111 l  l l 1111 18 "Ill |
9 Mo

•41
I I I »11" l l 1411

1 U  1 1
I

in.

*Q

,, .

1 yr.
3 yr.
5 yr.

as TOT. RETURN 8/07
VL Amm.
INDEX
15.8
52.6

126.5

THIS
STOCK
10.4
30.7
70.5

»

I I II In II.l. .~.llll
g
6
3

Percent
shares
traded

I Ill lllllll
I III lllllllII ll I

I In ml

H IIII IIII
I

I HH
II I I l l I

I
I
l IIl II rt 111 I II I 1

2008 ©VALUE LINE PUB., INC2006 2007
5 3 9 6

3 9 3

1.94

1.34

54.85

3.95

2.05

1.36

3.27

1828

2.40

19.60

48.89 49.50

1 5 5

.81

4.5%

Bold Et
Value
destin

28373

9 5 1

2715

100

39.0%

3.6%

38.0%

3.7%

38.5%

6 1 5 %

36.2%

62.4%

14918

206B

1575

2170

7 1 %

10.3%

10.2%

8.0%

10.5%

11.0%

2003
42.45

4.00

2.30

1.28

2.65

16.25

48.63

11.1

.63

5.0%

2064.2

112.3

38.0%

5.4%

43.B%

543%

14543

1B74.9

9.1%

13.7%

1 4 0 %

2004 2005
42.93

3.87

1.98

1.30

44.94

3.97

2.11

1.32

2.33

16.95

2.32

17.80

48.67 48.65

14.2

.75

4.6%

1 4 7

.78

4.2%

2089.6

9B.0

2185.3

104.B

38.2%

4 1 %

37.4%

4.8%

40.9%

572%

39.5%

5 8 8 %

14435

1915.6

14784

1 9 6 9 ]

8 2 %

1 1 5 %

1 1 1 %

8.5%

11,7%

1 2 0 %

1991 1992 1993 1994 1 9 9 5 1996 1997 1998 1999 2000

11.50

2.04

1.14

1.05

1B.37

2.17

1.27

1,07

21.55

2,25

1,31

1.09

21.69

2.43

1.42

1 1 1

19.30

2.51

1.45

1.12

22.19

2.93

1.85

1.14

24.16

3.02

1.85

1.17

23.74

2.79

1.54

1.20

20.92

2.74

1.47

1 .22

22.19

3.20

1.79

1.24

2.05

9 5 3

2 1 7

10.66

2,43

11.04

2.B4

11.51

2 6 3

11.95

2.85

12.79

3.20

13.48

3.62

13.86

3 4 2

14,72

2.67

15.31

39.89 40.62 41.50 42.19 42.93

12.7

.85

6.1%

43.70 43.70 43.84

17.2

.89

4.5%

46.47 45.47

17.3

.99

4.8%

14.6

.95

4.B%

153
92

53%

140
BE

567.

1 1 5

.72

5.4%

12.7

.73

5.0%

82

7.2%

1 3 6

,B2

6.2%

2001
29.80

3.24

1.88

1.26

2.68

18.24

48,54

14.7

75

4.6%

1446.5

89.9

3 8 6 %

6.2%

41.7%

56.3%

14003

1519.7

7.9%

11.0%

11.2%

2002
32.63

2.63

1.14

1.27

3.34

15.78

48.56

23.1

1.26

4 8 %

15B4.B

55.7

34.0%

3.5%

45.7%

52.4%

14625

1606.8

5.3%

7.0%

7.2%

56.15

4.00

2.10

1.40

Revenues per sh A

"Cash Flow" per sh

Earnings per sh a

Div'ds DecI'd per sh Cl

61.20

4.30

2.30

1.52

2.40

2o.40

Cap'l Spending persh

Book Value per sh '*

2.50

22.70

49.60 Common She 0utst'g E 50.00

: re s  a re

L in e

a l e s

Avg Ann' l PIE Rat io

Relat ive PIE Rat io

Avg Ann'I Div'd Y ield

15.0

1.00

4.3%

2800
105

Revenues (still)»
Net Profit ($mill]

3060

115

38.0%

3.8%

Income Tax Rate

Net Profit Margin

38.0%

3.8%

35.4%

62.9%

Long-Term Debt Ratio

Common Equity Ratio

32.9%

65.5%

1610

2280

Total Capital ($rnill)

Net Plant ($milI)

1735

2640

8.0%

10.5%

11.0%

Return on Total Cap'I

Return on Shr.  Equity

Return on Com Equity

8.0%

10.0%

10.5%

1055.8

82.0

1040.6

68.6

972.1

68,8

1031. t

84.6

363%

7.8%

35.6%

6.6%

36.0%

7.1%

38.1%

8.2%

414%

56.2%

40.3%

57.1%

41.5%

56.1%

43.1%

54.8%

1049.0

1217.1

1064.8

1319.5

1218.5

1402.7

1299.2

1460.3

9.3%

13.3%

13.7%

8.0%

10.8%

11.1%

7.1 %

9.7%

9.9%

7.9%

11.4%

11.7%

CA P IT A L S T R UC T UR E as of a130/07

Total Debt  $670.1 mill. Due in 5 Y rs $290.0 mill.

LT De b t $605.4 mill LT Interest $40.6 mill.

(LT interest  earned:  4Bx,  total interest  coverage:

4.2x)
Pension Assets - 9 / 06 $699.9 mill.

Oblig.  $697.4 mill.

Preferred Stock $2B.2 mil l.  Pfd Div'd $1.3 mil l.

C o mmo n Stock 49 309 995 she.

a s of 7131107

M AR K E T CAP:  $1 . 6  b i l l ion (M id Cap)

200s 6/30/072005

4 . 8
4 7 5 . 2

481 .0

2 0 4 . 9
9 1 . 0

1 1 5 5

411 .4

4 6 0 %

4 . 4
556 . 9

551 . 3

208 . 5
238 . 4
113 . 9

560 . 8

4 5 5 %

5 7 . 2
4 7 7 . 4

5 4 4 . 6

250 . 2
64 . 7

1 5 6 . 6

471 .5

4 6 0 %

CURRE NT PO SI TI O N
( s t I LL )

C a s h A s s e t s
O t he r

Cur r e nt  As s e t s

Acc t s  Payab t e
= bt  .  Je

O t he r

Cur r ent  L imb.

F ix,  Chg .  Co v.

P a s !
5 Yrs.
14 . 5%

5 . 5 %
6 0 %
1. 5%
3 . 0 %

Es t ' d ' 04- '05
to '10-'12

4 . 5%
1.5 %
2 . 0 %
2 . 5 %
4. 0%

Past
10 Yrs.

7 . 5 %
5 0 %
4 . 5 %
1. 5  /
4 . 0 %

A NNUA L RAT ES
of change (per sh]
R e v e nue s
" C a s h F l o w "
E a m i n g s
D i v i d e nd s
B o o k  V a l ue

Fiscal
Year

En d s

QUARTERLY REVENUES (S mill.) A
Dec.31 Mar.31 Jun.30 Sep.30

Full
Fisca\
Year

2004
2005
2006
2007
2008

862.2

9 2 9 8

1064.5

1119.9

1040

5B5.3

623. 4

902. 9

732. 9

9 7 0

356.9

349.0

346.9

467.5

3 9 0

285.2

284.1

323.6

394. 7

400

2089.6
2185.3
2637.9
2715
2800

Fiscal
Year
En d s

EARNINGS PER SHARE A B
Dec.31 Mar,31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

2006

2007

200B

d.37
d.23
d.15
d.38
d.15

1.62
153
1.17
1.29
1.26

.81

.88

.93

.92

.95

d.0B
d.17
d.01

.22

.04

1. 98

2.11

1.94

2.05

2.10

Cal-
endar

GUARTERLY DIVIDENDS PAID c l
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

. 32

.325

. 333

.338

. 32

.325

.333

. 338

. 34

. 32

.325

.333

. 338

. 34

. 318

. 3 2

. 325

. 333

. 34

1.28

1,30

1. 32

1.34

5.1%

63%

2.5%

78%

1.8%

82°/,

3.7%

69%

3.8%

67%

NMF

112%

5.2%

56%

4 1 %

85%

415%

82%

3.1 %

70%

3.5%

65%

3.5%

66%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

65%

vides  ener gy  r e la t ed pr oduc t s  in t he  D. C.  met r o  ar ea '  Wash.  G as

Ener gy  Sys .  des igns  ins t a l ls  comml l  hea t ing ,  vent i la t ing ,  and  a i r

cord.  systems.  Amer ican Century  I nv.  own 9.5% of  common stock,

Of1'. /dir .  less than 1°/  (1107 proxy). 1nmn.  8 CEO:  J.H. = 1- 'affen-

re idt .  I nc . :  DC.  and VA.  Addr . :  1100 H St . ,  N.W.  Washington,  D.C.

20080.  Tel;  202-824 5410.  Internet :  www.wglholdings.com.

BUSI NESS:  WG L Ho ld ings ,  I nc .  is  t he  par ent  o f  Washing t on G as

L ight ,  a  na t ur a l  gas  d is t r ibut o r  in Washing t on,  D. C.  and  ad jacent

a r e a s  o f  VA  a nd  M D t o  r e s id e nt ' l  a nd  c o mm' l  us e r s  ( 1 , 0 3 1 . 9 1 6

met ers) .  Hampshire as ,  a  f edera l ly  r egula t ed sub. ,  operat es  an

und e r g r o und  g a s - s t o r a g e  f a c i l i t y  i n W V .  No n- r e g ula t e d  s ub s . :

W ash.  G as  Ener gy  Svcs .  se l ls  and  de l ive r s  na t ur a l  gas  and  p r o -

into use in Maryland earlier this year.
These combined efforts have neutralized
the effects of top-line variations on earn-
ings in over 80% of areas serviced by
WGL.
The company continues to invest in
capital projects to foster expansion.
Currently, it is recovering the costs related
to the Gardner Road facility, which blends
hexane into the Cove Point gas (CPG) to
make it more like domestic pipeline natu-
ral gas. The lack of hexane was causing O-
rings to shrink, allowing gas to escape
from the pipeline. CPG will eventually be
used to service a large portion of WGL's
customers. To allow for such usage, the
company recently broke ground on a sec-
ond facility in Rockville, Maryland and
recently purchased property toconstruct a
third in Granesville, Virginia.
However, at present, these neutrally
ranked shares are not very compell-
ing (Timeliness: 3). Too, based on our
projected earnings, the equity's current
quotation is within our Target Price
Range, leaving little room for capital ap-
preciation out to 2010-2012.
BryanFong September 14,2007

WGL Holdings will likely post a mod-
est earnings increase for fiscal 2007
(ends September 30th). This should re-
sult from higher gas and electric volume
due to additional customers. The company
has added approximately 14,000 new ac-
counts year to date and estimates that
number will reach 16,000 by the end of the
fiscal year. Furthermore, rate cases and
capital investments should help WGL
grow at a steady pace.
Favorable rate case settlements
should moderate earnings volatility
and may bolster the bottom line. One
of WGLls subsidiaries has reached a settle-
ment in its Virginia rate case. The resolu-
tion implements an annual rate hike of
$3.9 million, as well as a weather-
normalized regulatory mechanism (WNA).
When coupling the WNA with previous
volatility mechanisms, 90% of the fluctua-
tions related to changes in gas usage in
Virginia (the largest area serviced) are
eliminated. The rate increase is already in
effect, but the SCC of Virginia must ap-
prove the changes before it is finalized,
WGL expects this to happen by the end of
this fiscal year. A similar program was put

3 0 . 8
2 3 . 1

Target Price Range
2010 2012

8 0

60
50
40

30
25
20

15

10

_ 7 , 5

-

I
llhh

,mm
I l l
m

1111111
1111111

" 0-12

(A) Fiscal years end Sept. 30th
(B) Based on diluted shares. Excludes non

Company's Financial St rength
Stock's Price Stability
Pr ice Growth Persistence
Eamihgs Predictability

100
inks repor t  due late Oct ,  (C)  Dividends history (D)  Includes defer red charges and intangibles
Ca l ly  pa id  ear ly  Febr uar y ,  M ay ,  Augus t ,  and 06:  $296.6 mill ion, $6,07/sh

reruning losses:  '01,  (13¢),  '02,  (34¢),  '07,  (4¢) November .  I  Dividend re investment  p lan avai l (E)  In millions,  adjusted for  stock split
discont inued operat ions:  '06,  (15¢) .  Next  eam- able

e 2007, Value Una Publishing , lo All n Hts reserved Factual material is obtained from sources believed to he reliable and is provided without warranties of any kind
THE PUBLISHER is NOT RE8PONSlBLEgFOR ANV ERRORS OR OMISSIONS HEREIN This publication is strictly lot subscriber's own, noncommercial, internal use. No pan
d it may be reprotluned, resold, stored or transmitted in any printed, elearunir: or other form, Ur used Fm generating or marketing any painted or electronic publicatkm, sen/ice or product
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A ZACKS
PROFIT FROM THE PRGS

Zacks.com Quotes and Research

AmericanStates isa public utility companyengagedprincipally in thepurchase.production,distribution andsale of
water.The company alsodistributes electricity insomecommunities.In the customs service areas forbothwater
and electric,rates and operations aresubject to the jurisdiction of the California Public Utilities Commission

General Information
AMER STATES WTR
630 East Foothill Boulevard
San Dimas. CA 91773
Phone: 909 394-3600
Fax: 909394-0711
Web: www.aswaler.com
Email: investorinfo@aswaler.com

Industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/07
11/05/2007

Price and Volume Information

[RUR] 30-Das Closing Pr ice!
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

115,115.00

42

Vu Price Change

4 Week

12 Week

4.08

13.08

5.64

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Shoal Ratio

Last Split Dale

as-as-a7 09-10-07

°/»Price Change Relative to S&P500

4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

698.25 Payout Ratio

Change in Payout Ratio

05/10/2002 Last Dividend Payout / Amount 08/08/2007 / $0.23

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.58

1.59

5.00

11/05/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

EPS Growth

25.71 vs. Previous Year

27.75 vs. Previous Quarter

Sales Growth

16.67% vs. Previous Year

35.48% vs. Previous Quarter

27.53%

9.65%
Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

Price/Book 2.38 06/30/07 8.89 06/30/07

http://www.zacks.com/research/print.php?type=report&t=AWR

IR

10/1/2007
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Price/'Cash Flow

Price / Sales

13.94 G3/31/07

2.39 12/31/06

8.66 03/31107

8.56 12/31/06

2.63

2.60

Current Ratio Quick Ratio Operating Margin

06/30/07

03/31 /07

12131/06

0.84 06130/07

0.81 03/31/07

0.75 12/31/06

0.82 06/30/07

0.79 03/31/07

0.73 12/31/06

8 7 1

8.87

8.98

Net Margin Pre-Tax Margin Book Value

06/30/07

03/31/07

12/1/06

15.05 06/30/07

14.96 03/31/07

14.43 12/31/06

15.05 06/30/07

14.96 03131/07

14.43 12/31/06

17.14

16.84

16.65

Inventory Turnover Debt-to-Equity Debt to Captial

06/38/07

03/31/07

12131/06

52.77 06/30/07

50.52 03/31107

53.74 12/31/06

0.92 06/30/07

0.93 03/31/07

0,94 12/31/06

47.78

48.24

48.56

http://www.zacks .com/re sea rch/print.php? type=report&t=AWR 10/1/2007



ScoiiridfCALIFORNIA WATER SVC lnysEl
(7.51%) 14136ETVol. 155.000.an2.89CWT 41.38

Zacks.com Quotes and Research

Zacks.com

California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for Ere protection. It also provides water related services under agreements with municipalities and other
private companies. The nonregulated services include full water system operation, and billing and meter reading
services.

General Information
CALIF W ATER SVC
1720 North First Street
San Jose, CA 95112
Phone: 408 367-8200
Fax: 408437-9185
Web: www,calwatergroup.com
Email: klichtenberg@calwater.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

industry

Sector;

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A

PRGFIT FRGM THE pRos

December
09/30/07
11/07/2007

UNTIL-WATER
SPLY
Utilities

38.49

45.37

34.23

Q73

156,010.00

43.4

`e~

[CHTJ $0-Dau Closing Prices

x x

a9-in-o7.

s9.2

38.8

8910

38.6

38.2

$8.0

38.4

Page  1 of 2

% Price Change

4 Week

12 Week

YTD

0.90

5.84

-0.40

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-3.96

5.43

-5.32

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

20.67 Dividend Yield

Annual Dividend

831 .60 Payout Ratio

6.76 Change in Payout Ratio

01 I26/1998 Last Dividend Payout / Amount

2.88%

$1 .16

0.81

-0. 10

08/02/2007 / $0.29

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.79

1.55

7.30

11/07/2007

Consensus  Recommendat ions

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.25

2.25

1.86

1.86

Sales Growth

Fundamental Ratios

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

25.92 vs. Previous Year

28.14 vs. Previous Quarter

3.53

19.85% vs. Previous Year

428.57% vs. Previous Quarter:

18.10°/o
33.83%

http://www.zacks .com/resea rch/print.php'? type=report&t=CWT

ZACKS

10/1/2007
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Price Ratios ROE ROA

Price/Bocuk

Price/Cash Flow

Price / Sales

2.21 06;30/(37

14.61 0313./07

2.34 12/31/06

7.95 06/30/07

7.86 03/31/07

8.15 12/31/06

2.49

2.38

2.40

Current Ratio QuickRatio OperatingMargin

06/30/07

03/31/07

12/31/06

1.16 06/30107

1.40 03/31/07

1.56 12/31/06

t.10 G6/30/07

1.33 03/31/07

1.50 12/31/06

7.97

7.72

7.64

Net Margin Pre-TaxMargin Book Value

06/30/07

03/31/07

12/31/06

12.78 06/30/07

12.36 03/31/07

12.21 12/31/06

12.78 06/30/07

12.36 03/31/07

12.21 12/31!06

18.18

48.10

18.31

InventoryTurnover Debt-to-Equity Debt toCaptial

06/30/G7

03/31/07

12131/06

32,11 06/30/07

30,42 03/31/07

29.61 12/31/06

0.78 06/30/07

0.78 03/31/07

0.77 12/3 1/06

43.44

43.57

43.32

http1//www.zacks .com/resea rch/print.php? type=report&t=CWT 10/1/2007
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Zacks .com

Zacks.com Quotes and Research

SOUT HWEST  WAT ER COM  PANY  (NASDAQ)

SWWC 12.85 - 0 2 2 (1.74%) Vol. 195,638

Southwest Water Company provides a broad range of utility and utility management services and serves people
from coast to coast. Through its various subsidiaries, Southwest operates and manages water and wastewater
treatment facilities along with providing utility submetering and billing and collection services.

General informat ion
SOUTHWEST WATER
One W%lshire Building 624 South Grand Avenue
Suite 2900
Los Angeles, CA 90017-3782
Phone: 213 929-1800
Fax: 213929-1888
Web: www.southwestwater.com
Email: swwc@swwc.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

industry

Sector:

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A ZACKk
PROFIT  FROM THE nos

UNTIL-WATER
SPLY
Utilities

December
09/30/07
11/08/2007

12.63

16,41

11 .84

0.39

264,064.94

16

[SHHC I 30-Day C Los ins Pr ice: 14.1o

14.00

13.90

13.80

13.70

13.60

1a.so

09-10-01

Page  1 of 2

14:45 ET

% Price Change

4 Week

12 Week

YTD

-1 1 .67

-0.47

~7.56

- t5.92

-0.86

-12.92

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

.a9-03-n7

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

24.17 Dividend Yield

Annual Dividend

307.49 Payout Ratio

9.60 Change in Payout Ratio

12/28/2005 Last Dividend Payout / Amount

1.81 %

80.23

0.56

0.00

06/27/2007 / $0.06

EPS Inf ormat ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.17

0.43

9.00

11/08/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.40

3.40

2.50

2.50

EPS Growth

29.41 vs. Previous Year

31 .02 vs. Previous Quarter

3.27

Sales Growth

~35.71 % vs. Previous Year

200.00% vs. Previous Quarter:

-0.70%

14.35%

Fundamental Rat ios

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

s

121

10/1/2007



Zacks.com Page 2 of 2

Price/Book

Price/Cash Flow

Price ! Sales

5.82 06/30/07

6.60 03/31/07

6.90 12/31/06

1.96

2.21

2.30

Current Ratio Operating Margin

06/30/07

03/31/07

12/31/06

1 .80 06/30/07

13.75 03/31/07

1.39 12/31/06

Quick Ra tio

1.42 06/30/07

1 .60 03/31/07

1.35 12/31/06

1 ,43 06/30/07

1 .60 03/31 /07

1.35 12/31/06

4.36

4,81

4.82

Net Margin Pre-Tax Margin Book Value

06/30/07

03/31/07

12/31i06

6.71 06/30/07

6.42 03/31/07

6.40 12/31/06

6.71 06/30/07

6.42 03/31/07

6.40 12/31/06

7.06

7.01

7.04

Inventory Turnover Debt-to-Equity Debt to Captial

06/30/07

03/31/07

12/31/06

06/30/07

03131/07

12/31/06

0.85 06/30/07

0.81 03/31/07

0.77 12/31/06

45.74

44.67

43.58

http2//www.zacks .com/research/print.php'? type=report&t=SWWC 10/1/2007
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AQUA AM ER IC A INC  (nosE)

WTR 1.61 (7.10%) Vol. 1,196,100
Aqua America is the largest publicly-traded U.S.-based water utility sewing residents in Pennsylvania, Ohio, Illinois,
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its
history. which spans more than 100 years.

General information
AQUA AMER INC
762 w. Lancaster Avenue
Bryn Mawr, PA 19010-3489
Phone: 610 527-8000
Fax: S10 519-0989
Web; www.aquaamerica,com
Email: ir1vestonrelations@aquaamerica.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

ZA KS
PRGFIT FRQM T HE #ahs

24.29

December
09/30/07
11/07/2007

UNTIL-WATERSPLY
Utilities

22.68

26.62

20.50

0.13

929,745.00

25
sa- 08- 07

[RTR J 80~Da~_4 C Los ins Pr ices

24.10

/ '  24.10

~24.60

24.so

23.90

24.20

24.40

24.50

23.80

P a ge  1  off

14211 ET

% Price Change

4 Week

12 Week

YTD

-1.35

4.47

2.63

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-6.10

4.06

-2.59

Dividend InformationShare Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

132,97 Dividend Yield

Annual Dividend

3,108,79 Payout Ratio

5.38 Change in Payout Ratio

12/02/2005 Last Dividend Payout / Amount

2.14%

$0.50

0.65

0.05

08/15/2007 / $0.13

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.23

0.76

10.50

11/07/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.11

2.11

1.44

1.44

Sales Growth

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

30.58 vs. Previous Year

32.93 vs. Previous Quarter

2.91

5.88% vs. Previous Year

38.46% vs. Previous Quarter:

14.33°/0
9.70%

ROE ROAPrice Ratios

Price/Book 3.28 06/30/07 10.17 06/30/07 3.20

http://www.zacks .com/resea rch/print.php? type=report&t=WTR8LPHPSESSID=2909acd93...
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18.49 03/31/07

5.44 12/31/06

10.22 03/31/07

1049 12/31/06

3.25

3.33

QuickRatio Operating Margin

Price/Cash Flow

Price/ Sales

Current Ratio

06/30/07

03/31/07

12/31/06

0.42 06/30/07

0.45 0381/07

0.53 12/31/06

0.38 06/30/07

0.42 03/31/07

0.49 12/31 /06

16.38

16,69

17.25

Net Margin Pre-Tax Margin Book Value

06/39/07

03/31/07

12/31/06

27.09 06/30/07

27.60 03/31/07

28.54 12/31/06

27.09 06/30/07

27.60 03/31/07

28.54 12/31/06

7.12

7.01

6.98

inventory Turnover Debt-to-Equity Debt to Captial

06/30!G7

03/31/07

12/31/06

7.04 06/30!07

0.00 03/31/07

0.00 12/31/06

1.10 06/30/07

1.13 03/31/07

1.03 12/31/06

52.46

53.09

50.85

http ://www.zacks .com/research/printphp? type=repo1t&t=WTR&PHPSES SID=2909acd93 ... 10/1 /2007
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AT LANT A GAS LIGHT  (NY SE)

Za cks .com

ATG *0.37 (0.93%) Vol. 249,800

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area.

General information
AGL RESOURCES
Ten Peachtree Place NE
Atlanta. GA 30309
Phone: 404 584-4000
Fax; 404 584-3945
Web; aglresourwswm
Email: scave@aglresources.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

PRCVFIT Frznwt THE nos

39.99

December
09/30/07
10/25/2007

UTIL-GAS DISTR
Utilities

39.62

44.67

35,24

0.45

403,765.00

44.7

\
x\

[RTGJ $0-Dag Closing Prices

,=s8.

.40.4

39-6

39.2

$9.4

4o.o

40.2

$9.8

Page 1 of 2

15'29 ET

09-03-07

% Price Change

4 Week

12 Week

YTD

0.73

-2.40

2 2 9

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-4.12

-2.78

-4.34

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

77.69 Dividend Yield

Annual Dividend

3,092.26 Payout Ratio

1.41 Change in Payout Ratio

12/04/1995 Last Dividend Payout / Amount

4. 12%

$1 .64

0.59

0.04

08/15/2007 / $0.41

EPS Inf ormat ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.34

2.79

4.50

10/25/2007

Consensus  Recommendat ions

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1 .89

2.00

2.22

2.38

Fundamental Rat ios

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

14.28 vs. Previous Year

14.42 vs. Previous Quarter

3.17

Sales Growth

60.00% vs. Previous Year

-69.23% vs. Previous Quarter:

7.11%

-52.00%

ROE ROAPrice Ratios

Price/Book 1.85 06/30/07 18.15 06/30/07 3.66

http://www.za cks .com/re se a rch/print.php? type =re port&t=ATG
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Price/Cash Flow

Price / Sales

12.67 03/31/07

13.36 12/31/06

3.47

3.61

Current Ratio Operating Margin

06/30/07

03/31/07

12!31/06

8.84 03/31/07

1.20 12/31/06

Quick Ratio

1 .08 06/30/07

1 .27 03/31/07

1 .12 12/31/06

0.62 06/30/07

0.92 03/31 /07

0.75 'I2/31/06

8.33

8.00

8.08

Net Margin Pre-Tax Margin Book Value

06i30/07

03!31/07

12/31/06

13.41 06/30/07

12.86 03/31/07

13.01 12/31/06

13.41 06/30/07

12.86 03/31/07

13.01 12/31/06

21.49

21.55

20.71

inventory Turnover Debt-to-Equity Debt to Captial

06/30/07

03/31/07

12/31/06

2.59 06/30/07

2.52 03/31/07

2.58 12/31/06

0.92 06/30/07

0.97 03/31/07

1.01 12/31/06

48,65

49.73

50.84

http://www,zacks .com/research/pr*int_php? type=report&t=ATG 10/1/2007
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ATO »~0.55 (1.94%) Vol. 261 ,200

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. At nos operates through five divisions in cities, towns and communities in service areas located in
Colorado.Georgia, Illinois, lowa, Kansas, Kentucky,Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in SouthCarolina.
The Company also transports natural gas for others through its distribution system,

Genera!  Information
ATMOS ENERGY CP
Three Lincoln Centre, 5430 Lb] Freeway
Suite 1800
Dallas, TX 75240
Phone: 972 934-9227
Fax: -
Web: www.atmosenergy.com
Email: lnvestorRelations@atmosenergy.com

Fiscal Year End
Last Reported Quartz»
Next EPS Date

Industry
Sector:

A T M O S  E N E R G Y CP (NYSE)

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

pR(j;plT FnGM THE PR93

28.87

September
09/30/07
11/06/2007

UTIL-GAS DISTR
Utilities

28.32

33,47

23.87

0.49

417,560.00

31 ,61

[RTD J 30-Das C Los in Pr Aces 2s.s0

28.20

2s.1a

2s.oo

27.98

27.80

27.?0

27.eu

";= 2?.$0

09-10-C?

Page  1 of 2

15:30 ET
r

09-0$- 07

% Price Change

4 Week

12 Week

YTD

1.90

-6.26

_10,87

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-3.01

-6.63

-17.56

Share information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

8916 Dividend Yield

Annual Dividend

2,53571 Payout Ratio

2.61 Change in Payout Ratio

05/17/1994 Last Dividend Payout !  Amount

4.50%

SI .28

0.56

-0.11

08/23/2007 / $0.32

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0.09

1 .91

5.30

11/06/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.00

2.29

2.57

2.57

Fundamental Rat ios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

14.90 vs. Previous Year

12.53 vs. Previous Quarter

2.84

Sales Growth

-475.00% vs. Previous Year

-112.50°/o vs. Previous Quarter:
41.11%

-41.31%

http://www.za cks .com/re se a rch/print.php? type =re port&t=ATO
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Price Ratios ROE ROA

Price/Book

Price/Cash Flow

Price I Sales

1.27 06/30/07

6.66 03/31/07

0,43 12/3'¥/G6

10.30 06/30/07

11.66 03/31/07

11.18 12/31/06

3.24

3.58

3.29

Current Ratio Quick Ratio Operating Margin

06/30/07

03/31/07

12/31/06

1 .22 05/30/'07

1.03 03/31/07

0.97 12/31/06

0.80 06/30/07

0.77 03/31/07

0.65 12/31/06

3.32

3.84

3.54

Net Margin Pre-Tax Margin Book Value

06/30/07

03/31i07

12/31/06

5.05 06/30/07

5.24 03/31/07

4.68 12/31/06

5.05 06/30/07

5.24 03/31/07

4.68 12/31/06

22.39

22.83

22.01

inventory Turnover Debt-to-Equity Debt to Captial

06/30/07

03/3ww

12/31/06

10.11 06/30/07

952 03/31/07

9.09 12/31/06

1.07 06/30/07

0.93 03/31/07

0.98 12/31/06

51.68

48.16

49.45

http://www.zacks .com/re sea rch/print.php'? type=report&t=ATO 10/1/2007
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LG 33.37 »1.o9 (3.38%) Vol. 43,000

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company,which is subject to the jurisdictionof the MissouriPublic Service Commission, serves the City of SL Louis,
St. Louis County, the City of St. Charles, St. CharlesCounty, the town of Arnold, and partsof Franklin, Jefferson, St.
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri.

Genera! information
LACLEDE GRP INC
720 Olive Street
St. Louis, MO 63101
Phone: 314-342-0500
Fax: -
Web: www.thelacledegroup.com
Email: mkulIman@lac\edegas.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry
Sector:

LACLEDE GROUP INC (NYSE)

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

PRQDFIT From TI~l.*8. P3805

September
09/30/07
10/26/2007

UTIL-GAS DISTR
Utilities

32.28

37.51

28.84

0.58

84,590.00

NfA

[LG J 3l-D09 C Losi n Pr ices ss.o

32.0

$1.5

32.5

31. 0

Page  1 of 2

15:ao ET

09- 03- 07 09-10-07

1.13
2.68

-5,88

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-3.73

2.28

-11 .55

% Price Change

4 Week

12 Week

YTD

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

21 .63 Dividend Yield

Annual Dividend

713,27 Payout Ratio

11.69 Change in Payout Ratio

03/08/1994 Last Dividend Payout / Amount

4.43%

SI .46

0.65

-0.09

09/07/2007 / $0.37

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0,12

2.09

3.00

10/26/2007

Consensus Recommendations

Current (1=Stror\g Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.00

3.00

3.00

3.00

EPS Growth

15,81 vs, Previous Year

14.65 vs. Previous Quarter

5.27

Sales Growth

230.77% vs. Previous Year

-55.67% vs. Previous Quarter:

38.54%
-34.66%

ROE ROA

Fundamental Rat ios

PIE

Current FY Estimate;

Trailing 12 Months:

PEG Ratio I

Price Ratios

Price/Book 1.64 06/30/07 1 1 .48 06/30/07 3.07

http:// .zacks .com/research/print.php'? type=report&t=LG
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Price/Cash Flow

Price / Sales

8.38 03/31/07

0.36 12/31/06

1009 03/31/07

10.61 12/31/06

Current Ratio Quick Ra tio Operating Margin

06/30/07

03/31/07

12131/06

1.09 U6/30/07

1.15 03/31/07

1.02 12/31/06

0.84 06130/07

0.98 03/31/07

0.67 12/31/06

Net Margin Pre-Tax Margin Book Value

06/30/07

03131/07

12/31/06

3.73 06/30/07

3.43 03/31/07

3.44 12/31/06

3.73 06/30/07

3.43 03/31 ION

3.44 12/31/06

Inventory Turnover Debt-to-Equity Debt to Captial

06/30/07

03/31/07

12/31/06

10.84 06/30/07

12.17 03/31/07

12.45 12/31/06

0.82 06/30/07

0.83 03/31/07

0.85 12/31/06

http://www.zacks .com/research/print.php'? type=repo11&t=LG 10/1/2007
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N  J  R E S O U R C E S CP (nosE)

*0_88 (1.77%) Vol. 76,900

NJ RESOURCES is an exempt energy sacs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries.

General Information
NJ RESOURCES
1415 Wyckoff Road
Wall, NJ 07719
Phone: 732 938~1480
Fax: .
Web: www2.njresources.oom
Email; investcont@njresources.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

NJR

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

a.

n~R<>Fln=nc~nn THE mies

50,47

September
09/30/07
11/07/2007

UTIL-GAS DISTR
Utilities

49.59

56,45

45.50

0.13

180,490.00

53.5

: i i
'n

[NJR J 30-Dey C Los ins Pr ice: .49.5

49.0

48.s

47.5

417.0

48.0

P a ge  1 of 2

15:33 ET

09-03-B7 me-xo-ov'

% Price Change

4 Week

12 Week

YTD

2.55

.2,50

3,36

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-2.39

-2.89

-5.95

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Dale

Dividend information

28.06 Dividend yield

Annual Dividend

1,409.04 Payout Ratio

8.66 Change in Payout Ratio

03/04/2002 Last Dividend Payout / Amount

3.03%

81 .52

0.46

-0.04

09/12/2007 / $0.38

EPS inf ormat ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Tem EPS Growth Rate

Next EPS Report Date

-0.56

3. 10

5.70

11/07/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.00

2.00

2.83

3.00

EPS Growth

Fundamental Rat ios

P/E

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

16.22 vs. Previous Year

15.35 vs. Previous Quarter

2.86

Sales Growth

~28.57% vs. Previous Year

- 106.27% vs. Previous Quarter:

24.11°/o
-35.06%

http://www.zacks .com/re sea rch/print.php? type=report&t=NJR
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ROE ROA

2.09 06/30/07

12.41 03/31/07

0.48 12/31106

14.16 06/30/07

14.74 0381/07

11.68 12/3?/06

3.91

3.99

3.15

Quick Ratio Operating Margin

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

06/30/07

03/31/07

12/31/06

1 .07 06/30/07

1.02 03/3'U07

1.06 12/31/06

0.55 06/30/07

0.63 03131/07

0.58 12/31/06

3.09

3.27

2.52

Net Margin Pre-Tax Margin Book Value

06/30/07

03131/07

12/31/06

5.07 06/30/07

5.38 03/31/07

4. 10 12/31/06

5.07 06/30/07

5,38 03/3t/07

4.10 12/31/06

23.99

23.45

23.25

Inventory Turnover Debt-to~Equity Debt to Captial

06/30/07

03/31107

12/31106

5.93 06/30/07

5.53 03/31/07

5.83 12131/06

0.50 06/30/G7

0.51 03/31/07

0.52 12/31/06

33.25

33.94

34.29

http1//www.zacks .com/resea rch/print.php? type=report&t=NJR 10/1/2007
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GAS 43.41 *0.51 (1.19%) Vol. 521,000

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is Nicer
Gas, one of the nation's largest natural gas distribution companies. Nicor owns Tropical Shipping, a containerized
shipping business serving the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses.

General Information
NICOR INC
1844 Ferry Road
Naperville, IL 60563-9600
Phone: 630305-9500
Fax; 630 983-9328
Web: www.nicor.com
Email: None

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

NICOR INC (nysEl

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

* ZAC
FROFIT PRGM THE P993

December
09/30/07
11/07/2007

UTIL-GAS DISTR
Utilities

42.90

53.66

37,80

0.50

485,100.00

49.13

/81
[SRS J 80-Das C Los ins Pr ices

41.6
41.4
41.2
41. o

h.-10-0?

4 2.4

42.2

42.0

41.8

+o.8

P a ge  1 off

15:35 ET

ue-os- no

%PriceChange

4 Week

12 Week

YTD

4.01

-0.16

-8.59

% Price Change Relative to S&P s00

4Week

12 Week

YTD

-1.00

-0.55

-14.65

Share Information

Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

45.11 Dividend Yield

Annual Dividend

1,929.98 Payout Ratio

7.82 Change in Payout Ratio

04/27/1 993 Last Dividend Payout / Amount

4.35%

S1 .86

0.64

-0. 12

06/27/2007 / $0.47

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Tem1 EPS Growth Rate

Next EPS Report Date

0,32

2.77

4.00

11/07/2007

Consensus Recommendations

Current (t=Strong Buy, 5=Strorag Sell)

30Days Ago

60 DaysAgo

90 Days Ago

2.33

2.33

3.00

3.00

EPS Groff Sales Growth

Fundamental Ratios

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

15.44 vs. Previous Year

14.75 vs. Previous Quarter

3.86

-2.44% vs. Preview>us Year

-56.99% vs. Previous Quarter:

23.40%

-58.28%

ROE ROAPrice Ratios

Price/Book 2.10 06/30/07 14.8t 06/30/07 3.29

http://www.zacks .com/resea rch/print.php'? type=report&t=GAS
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Price/Cash Flow

Price / Sales

6.09 03/31/07

0.63 12/31106

15.25 03/31/07

15.53 12/31/06

3.34

3.35

Current Ratio Quick Ratio Operating Margin

06/30/G7

03/31 /07

12/31 /06

0.79 06/30/07

083 03/31/07

0.80 12/31/06

0.74 06/30/07

0.79 03/3'l/07

0.63 12131 /06

4.24

4.41

4.42

Net Margin Pre-Tax Margin Book Value

06/30/07

03/31/07

12/31/06

6.35 06/30/07

6.21 03/31/07

5.88 12/31/06

6.35 06/30/07

6.21 03/31/07

5.88 12/31/06

20.35

20.33

19.52

Inventory Turnover Debt-to-Equity Debt to Captial

05/30/07

03/31./07

12/31/06

19.79 06/30/07

19.76 03/31107

19.96 12/31/06

0.54 06/30/07

0.55 03/31/07

0.57 12/31/06

35.18

35.30

36.29

http://www.zacks.com/research/pr*int.php? type=Teport&t=GAS 10/1/2007



ScatfrldlfNOkTHWE sT NOT GAS denysE)

(2.52%)»1.1s46.85NWN Vol. 93,000 15'37 ET

Zacks.com

Zacks.com Quotes and Research

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

General information
NORTHWEST NAT G
220 N.W. Second Avenue
Portland. OR 97209
Phone: 503 226-4211
Fax: 503273-4824
Web: www.nwnatural.com
Email: Bob.Hess@nwnaturaLcom

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

PRGFIT From THE P893

December
09/30/07
11/08/2007

UTIL-GAS DISTR
Utilities

4570

52.85

38.53

0.23

114,197.50

50

112

41848

[NON] $0-Da8 Clog ins Prices

45.5

4s .o

44.5

44.0

~4'/.0

4s.s

46.0

P a ge  1 of 2

09-10-a7.

% Price Change

4Week

12 Week

YTD

1.25

1.56

10.27

% Price Change Relative to S&P 500
4Week

12 Week

YTD

-3.62
1.17
3.12

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

Dividend Information
2658 Dividend Yield

Annual Dividend
1,243.94 Payout Ratio

8.37 Change in Payout Ratio

09/09/1996 Last Dividend Payout / Amount

3.03%

SI .42

0.55

-0. 12

07/27/2007 I $0.35

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Tem EPS Growth Rate

Next EPS Report Date

-0.32

2.59

5.30

11/08/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.33

2.33

2.50

2.50

FundamentalRatios

PIE
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth
18.06 vs. Previous Year

18.00 vs. Previous Quarter

3.39

Sales Growth
42.86% vs. Previous Year

-94.32% vs. Previous Quarter:

7.18%

31 .83%

Price Ratios ROE ROA

httpz//www.zacks .com/re sea rch/print.php? type=report&t=NWN
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Price/Book

Price/Cash Flow

Price / Sames

2.07 06/30107

10.07 03/31/07

2.27 12/31/06

1 1 .69 06/30/07

11.58 03/31/07

10.47 12/31/06

3.77

3.78

3.42

Current Ratio Quick Ratio Operating Margin

06/30/07

03/31/07

12/31/06

0.76 D6/30/07

0.95 03/31/07

0.91 12/31/06

0.47 06/30/07

0.73 03/31/07

0.68 12/31/06

12.95

13.13

12.13

Net Margin Pre-Tax Margin Book Value

06/30/07

03/31/07

12/31/06

20.55 06!30/07

20.82 03/31/07

9.83 12/31/06

20.55 06/30/07
20.82 03/31/07

9.83 12/31/06

22.61

23.13

21.80

Inventory Turnover Debt-to-Equity Debt to Captial

06/30;07

03/31 /07

12131106

9.10 06/30/07

8.28 03/31/07

8.56 12/31/06

0.85 06i30!07

0.82 03/31/07

0.86 12/31/06

45.86

45.06

46.30

http://www.za cks .com/re se a rch/print.php? type =re port&t=NWN 10/1/2007
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Zacks.com Quotes and Research

PNY (2.43%) Vol. 155.900

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina. South Carolina
and Tennessee, The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and an'anging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

General  informat ion
PIEDMONT NAT GA
4720 Piedmont Row Drive
Charlotte, NC 28210
Phone: 704 364-3120
Fax: 704 364-1395
Web: www.piedmontng.com
Email: margaret.griffith @piedmontng.com

Industry
Sector:

Fiscal Year .End
Last Reported Quarter
Next EPS Date

P I E D M O N T  N A T GAS CO (NYSE)

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A

W RGFITFW OM THE pass

25.70

October
07/31 /07
12/07/2007

UTIL-GAS DISTR
Utilities

25.09

28.44

22.00

0.33

288,595.00

27.5

A 0.61

[PAY] 30-Da9 Closing Pr ice:

`\

127.0

26.5

26.0

2s.n

25.5

P a ge  1 of 2

15'39 ET

09- 03-97 09-10-07

% Price Change

4 Week

12 Week

YTD

-2.35

3.25

-3.74

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-7.05

2.84

-11 .60

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

73.91 Dividend Yield

Annual Dividend

1,903.18 Payout Ratio

13.66 Change in Payout Ratio

11 I01/2004 Last Dividend Payout ! Amount

3.88%

SI .00

0.70

0.00

09/20/2007 / $0.25

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Temw EPS Growth Rate

Next EPS Report Date

-0.05

1.45

5.30

12/07/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.83

2,67

2.67

3.00

EPS Growth

Fundamental Rat ios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

17.72 vs, Previous Year

18.01 vs. Previous Quarter

3.38

Sales Growth

25.00% vs. Previous Year

-117_39% vs. Previous Quarter

-5.65%

-57.78%

http://www.za cks .com /re s e a rch/print.php? type =re port&t=P NY 10/1/2007
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ROE ROA

11.77 07/31/07

11.41 04/39/07

1958 01/31/07

3.86

3.79

3.54

Operating Margin

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

07/31/07

04/30/G7

01/31/07

2.1 1 07/31/07

10.01 04/30/07

1.11 01/31/07

Quick Ratio

1.23 07131/07

1.45 04/30/07

1.19 01/31/07

0.81 07/31/07

1.02 04/30/07

0.90 01/31/07

6.21

5.97

5.71

Net Margin Pre-Tax Margin Book Value

07/31/07

04/30/07

01/31/07

10.69 07/31/07

9.82 04/30/07

9.38 01/31/07

10.69 07/31/07

9.82 04/30/07

9.38 01/31/07

12.18

1239

12.21

Inventory Turnover Debt-to-Equity Debt to Captial

07/31/07

04/30!07

01/31/07

8.46 07/31/07

8.73 04/30/07

8.52 01/31/07

0.92 07131/07

0.89 04/30i07

*.90 01/'31/07

47.81

47.16

47.49

http://www.zacks .com/re sea rch/print.php? type=report&t=PNY 10/1/2007



ScaffnidrSOUTH JERSEY IND (nosE)

1s~a8 ET(1.70%) Vol. 138,000A 0.59SJ! 35.39

Zacks .com

Zacks.com Quotes and Research

South Jersey EndsInc. is engaged in the businessof operating, throughsubsidiaries,variousbusiness enterprises.
The company's most significant subsidiaryis South JerseyGas Company (SJG). SJG is a publicutility company
engaged inthe purchase, transmission and sale of naturalgas for residential, commercialand industrial use. SJG
alsomakesoff-system sales ofnatural gas on a wholesale basis to various customers onthe interstatepipeline
system and transportsnatural gas.

General information
SOUTH JERSEY IN
1 South Jersey Plaza
Folsom, NJ 08037
Phone: 609 561 -9000
Fax; 609561 -8225
Web: www.sjindustries.com
Email: investonelations@sjindustries.oom

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

* ZA KS
p1=wF:~r Fa om THE pros

December
09/30/07
11/07/2007

UTIL-GAS DISTR
Utilities

xii
[SJ I J 30-Das CLos ins Pr ices

Page  1 of 2

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Pn'ce Consensus

34.80

41.27

29.10

0.37

119,815.00

4067

" \ .

.34.2

34.0

33.8

$3.6

33.4

33.2

33»0
a2.s

32»6
32.4

.09-03-07 09-1 o-¢7'

% Price Change

4 Week

12 Week

YTD

501

-2.56

6.11

% Price Change Relative to S&P 500

4 Week

12Week

YTD

-0.05

-2.94

0.08

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

29.51 Dividend Yield

Annual Dividend

1,046.24 Payout Ratio

10.53 Change in Payout Ratio

07/01 /2005 Last Dividend Payout / Amount

2.76%

$088

0.51

0.03

09/06/2007 / $025

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0,04

2.05

7.00

11/07/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.33

1.33

1.60

2.00

Fundamental Ratios

P/E

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

17.29 vs. Previous Year

18.56 vs. Previous Quarter

2.47

Sales Groff

16.00% vs. Previous Year

77.17% vs. Previous Quarter

10.37%

53.41%

Price Ratios ROE ROA

http://www.zacks .com/re sea rch/print.php? type=report&t=SJI
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Price/Book

Price/Cash Flow

Price / Sales

2.21 OS/30/07

10.07 03/31/07

1 .13 12/31/06

t2.44 06/30/07

13.01 03/31/07

13.31 12/31/06

3.71

3.82

3.87

Current Ratio Quick Ratio Operating Margin

06/30/07

03/31/07

12/31106

0.97 06/30/07

1 .05 03131/07

0.88 12/31/06

0.54 06/30/07

0.77 03/31 /07

0.53 12/31/06

6.09

6.31

6.32

Net Margin Pre-Tax Margin Book Value

06/30/07

03/31/07

12/31/06

7.70 06/30107

12.64 03/31/07

12.97 12/31/06

7.70 06/30/07

12.64 03/31/07

12.97 12/31/06

16.05

15.79

15.13

inventory Turnover Debt-to-Equity Debt to Captial

06/30/07

03/31/07

12/31/06

3.09 06/30/07

5.22 03/31/07

5.39 12/31/06

0.76 06/30/07

0.77 03/31/G7

0,81 12/31/06

43.22

43.62

44.73

http://www.za cks .com/re se a rch/print.php? type =re port&t=S]I 10/1/2007



Zacks.com

Zacks.com Quotes and Research

SOUTHWEST GAS CP (nosE)
six 29.04 *G.75 (2.65%) Vol. 163,500
SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, anddistributing natural
gas in portions of Arizona,Nevada,andCalifornia. The Company also engaged in financialservicesactivities,through
PriMeritBank, FederalSavingsBank (PriMerit or the Bank), a wholly owned subsidiary.

General Information
SOUTHW EST GAS
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas, NV 89193~8510
Phone: 702 876-7237
Fax: 702-876-7037
Web: wvvw.swgas.com
Email: None

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

PRQFIT Fncnn THE PR05

December
09/30/07
11/08/2007

UTIL-GAS DISTR
Utilities

[SIX] 30-0a9 Closing Prices

P a ge  1 of 2

15343 ET

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

28.29

39,95

26.45

0.18

326,155.00

36.5

29¢30

29420

29. 10

29.00

20.90

28980

28.70

. 20.60

za .s0

09-10-0?

% Price Change

4 Week

12 Week

YTD

-1,74

-13,18

-25.12

-6.48

-13.52

-28.63

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

09-08-07

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

42.41 Dividend Yield

Annual Dividend

1,218.38 Payout Ratio

6.12 Change in Payout Ratio

N/A Last Dividend Payout/Amount

2.99%

$0.86

0.43

~0.14

08/13/2007 / $0.22

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0.24

2.06

5.00

11/08/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.33

2.33

2.33

3.00

EPS Growth

13.97 vs. Previous Year

14.29 vs. Previous Quarter

2.79

Sales Growth

150.00% vs. Previous Year

100.85% vs. Previous Quarter

1.01 %

46.26%

ROE ROA

Fundamental Rat ios

PIE

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

Price/Book 1 .27 06/30/07 9.41 06/30/07 2.53

http://www.zacks .com/re sea rch/print.php? type=report&t=SWX
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PrécelCash Flow
Price / Sales

4.77 03/3w07

0.57 12/31/06

9.91 03/31/07

9.70 12/31/06

2.63

2.52

Current Ratio Quick Ratio Operating Margin

06/30/07

03/31/07

12/31/06

0.73 06/30/07

0.89 03/31/07

1.01 12/'31106

073 06/30/07

0.89 03/31/07

1 .01 12/31/06

4.00

4.05

4.00

Net Margin Pre-Tax Margin Book Value

06/30/07

03/31/07

12/31/06

6. 1 g 06/30/07

6.49 03/31/07

6.34 12/3t/06

6. 19 06/30/07

6.49 03/31/07

6.34 12/31/06

22133

22.64

21 .74

Inventory Turnover Debi-to-Equity Debt to Captial

06/30/07

03131/07

12/31/06

06f30/07

03/31/07

12/31/06

1.37 06/30/07

1.38 03/31/07

1.54 12/31/06

57.75

57.92

60.60

http://www.zacks .com/research/print.php? type=repo11&t=SWX 10/1/2007



Zacks.com Quotes and Research

WGL HOLDINGS INC (NYSE)

Zacks.com

WGL 34.22 A 0.33 (0.97%) Vol. 370,700

WASHINGTON GAS LIGHT CO is a publicutility that delivers and sellsnaturalgas to metropolitan Washington,
D.C.and adjoining areasin Maryland and \/Virginia. Adistributionsubsidiary serves portionsof \/Virginia and West
Virginia.The Company has four wholly-owned active subsidiaries that include:Shenandoah Gas Company
(Shenandoah) is engaged inthe deliveryand saleof natural gas at retail inthe ShenandoahValley,including
Winchester, Middletown, Strasburg, StephenCity and New Market, Virginia, and Martinsburg, WestVirginia.

General information
WGL HLDGS INC
101 Constitution Ave, N,W
Washington, DC 20080
Phone: 703 750-2000
Fax: 703 750~4828
Web: www.wglholdings.com
Email: madams@washgas.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

industry
Sector:

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A

r»twFlT FRGM THE mms

September
09/30/07
11/06/2007

UTIL-GAS DISTR
Utilities

33.89

35.91

29.79

0.34

347,245.00

33,58

[EIGL] 30-D434 Closing Prices

> \.

$3.6

33.4

33.2

33.0

$208

32.6

32.4

32.2

$2-0

31:8

Page  1 of 2

15:44 ET I

a<a~os-or 09-10)07

% Price Change

4 Week

12 Week

YTD

4.94

4.50

5.59

% Price Change Relative to S&P 500

4Week

12 Week

YTD

-0.11

4.09

-3.73

Share Information
Shares Outstanding
(minions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

49,31 Dividend Yield

Annual Dividend

159625 Payout Ratio

8.04 Change in Payout Ratio

05/02/1995 Last Dividend Payout / Amount

3.98%

$1 .37

0.61

-0. 14

07/06/2007 / $0.34

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0.30

2.02

3.00

11/06/2007

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.60

2.60

2.60

2.60

Fundamental Ratios

P/E

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

17.06 vs. Previous Year

15.43 vs. Previous Quarter

5.69

Sales Growth

2.300.00% vs. Previous Year

82.68% vs. Previous Quarter

89.38%

58.26%

Price Ratios ROE ROA

http://vvvvw.zacks.com/research/print.php'? type=repo1t&t=WGL
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1,68 06/30/07

8.90 03/31/07

0.64 12/31/05

11.26 06/30/07

10.23 03/31/07

9.77 12/31/06

Quick Ratio Operating Margin

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

08/30/07

03!31 /07

12/31/06

1.15 06/30/07

1.14 03/31/07

1.01 12/31/06

0.72 06/30/07

0.98 03/31/07

0.67 12/31/06

Net Margin Pre-Tax Margin Book Value

06/30/G7

G3/31/07

12/31/06

7.27 06/30/07

6.98 03/31/07

10.46 12/31/05

7.27 06/30/07

6.98 03/31/07

10.46 12/31/06

Inventory Turnover Debt-to-Equity Debt to Captial

06/30/07

03/31/07

12/31/05

1206 06/30/07

10.98 03/31/07

8.70 12/31/06

0.60 06/30/07

0.60 03/31/07

0.63 12/31/05

http://www.zacks .com/re sea rch/print.php'? type=report&t=WGL 10/1/2007





ln£rastructu.re costs in the Water Utility Indus-
try will continue to rise over the long term. Larger
companies will acquire smaller ones in an effort to
achieve economies of scale.

Foreign companies had been buying a number
of U.S. water utilities, but that trend appears to be
waning.

Wateur utility stocks are ranked to under-perform
the market over the coming 12 months; however,
conservative investors can find attractive risk-
adjusted choices here.

The Need For Consolidation
Long~terrn trends in the Water Utility Industry indy

Cate that infrastructure costs will steadily rise. Many of'
.the facilities and pipes that now purify and transport
drinking water were built about 100 years ago. Ongoing
upgrading; and replacement are necessary for these old
systems to remain in compliance with rules laid out by
the Environmental Protection Agency (EPA). The cost of

is
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Fixing and upgrading these systems significantly
higher than in the past {even adjusting for inflation)
because more~expensive materials need to be used for
modem construction. Moreover, tra;1sportation costs are
much higher-and should continue to rise, as nearby
sources of water are depleted and farther-away bodies of
,vate-r must be used. Water is quite dif'1i'ul?. and expen-
sive to move because it is heavy and cannot be com~
pressed. Also adding to industry costs is the ongoing
issuance of guidelines from the EPA that typically re-
quirc water utilities to comply wish nor stringent
we*er-purity standards. Industry sources estimate that
about $140 billion will be needed ever the hex: 20 years
to 'and necessary water-system infrastructure improve~
merits. .

Small and mid~sized water companies usually wel-
come large-scale suitors. Smaller utilities generally lack
the funcis needed fer long-zerm structural improve-
ments, and might risk being out of compliance with local
and federal laws at some point down the road. In to
e&'ort to prevent this uxipleasanf scenario from happen-
ing, many of these smaller companies welcome larger
utilities that have the capital resources to remain in
compliance with the law. The larger company gains
greater geographic diversity from its acquisitions, which
helps lessen its susceptibility to whether fluctuations
that might cause volatility in earnings. Acqxlirers also
benefit from economies of scale in which costs are
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generally reduced. Too, the. regulatory-intensiv¢ nature
of the Water Utility Industry means that some specific
local goverrimens might be more uncooperative with the
utilities than other comparable local of5ciaisL A larger
territory lessens the impact of a particularly onerous
regulatory atmosphere.

Acquisition Update
Foreign companies have purchased a large number of

domestic water utilities other the past year. These global
water' companies are attracted to this country rein-
tively safe political climate and its trend towards the
privatization of .municipal water 'and wastewater sys-
tems. Currently; there is concern among investors that
the large prerniuxns paid for U.S. takeover targets,
which approached three times book value, will become
more infrequent.- British utilities are having regulatory
difficulties at home that stand to weaken their designs
on the U.S. market. Consequently, there appear to be
fewer bidders in the market.

SDWA Regulations
The Safe Drinking Water Ac: <SDWA3 of 19'?4

(amended in 19961 authorized she EPA co work with
state and local governments m tea: for five ponenziai
impurities dnnkjng water every five years. The EPA
mandates wma.. levels of certain contaminant. is accept-
able per a specified amount of water. Water utilities
typically see-nd about la% to 50% of their annual canizal
outlays..in eL'8lorts to comply with SDv5k\ guidelines.

*he
Clean Water Act, and numerous state and local laws. A:
present, the EPA is considering lowering the allowable
level of arsenic in drinking water from 50 parts per
billion (ppb) to 5 ppb. This measure would be controver-
sled because ii would be lower than the standard of the
World Hea'th Organization (10 ppb) and would potent
tally cost domestic water companies billions of dollars.

These companies :mistalso stay 'up compliance with

Investment Advice
Most of the water utility stocks that are covered in this

review are not timely to; the coming six no 12 months.
Narxecheless, favorable Safety ranks among group
make some of these 'issues appealing for Ask-averse
investors seeking decent dividend yields.
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The events of September nth ha.ve altered many
priorities .in the Water Utility Industry;

Long~ternu trends in the industry indicate that
'the' . cos; 'of mainpaiuing -_ and }1PEradi;xg
waterlwastewatei systems will rise Theindustzry
~̀is consolidating, with larger companies acquiring
.smaller operators tcraehieve economies of scale.
,- Water Ugimy stocks are rwaimnked to underperform
the year-ahead market, though some of these is-
sues offer conservative investors appealing risk-
adjusted, total-return potential.

m i s ,  s i n c e  t h e y  h a v e  a  l i m i t e d  b a s e  o f  c u s t o m e r s  o v e r

w h i c h  t o  s p r e a d  t h e s e  c o s t s .  S m a l l  a n d  m i d - s i z e d  u t i l i -

t i e s ` g e n e r a 1 1 y  w e l e o r i x e  t a k e o v e r  o f f e r s  f r o m  l a r g e r  a c -

q u i i r e r s  b e c a u s e  o f  t h e i r  s u p e r i o r  c a p i t a l  r e s o u r c e s .  - . . -

a c q u i r i n g  u t i l i t y  a t t e m p t s  t o  a c h i e v e  e < , : o n o m i e s ' o f  s c a l e  .

t h r o u g h  t h e  t r a n s a c t i o n s .  A l s o ,  i t  g a i n s  g r e a t e r  g e o - :  . .

. g r a p h i c  d i v e r s i t y ,  a n d  t h a t c a n  r e d u c e  i t s  s u s c e p t i b i l i t y

t o  u n f a v o r a b l e  w e a t h e r  p a t t e r n s  a n d  p o t e n t i a l l y  b u r d e n -

s o m e  l o c a l  r e g u l a t o r s .
I .

d e a l , a l o n g  w i * h  g e e g a p n i c  d i v e r s i t y  i n

Secur ity issues .  ' j~ _ -- ".` " '
In xesponsge ;o the eventspf September jllth; the need

to securewater systems against terrorism has become a
*-tévp priority for regulators and water utilit ies . alike,
. pushing~rnany other` legislative issues to the side. The
FBI has stated the,tlwater companies should be on alert
for potential. threats in the months ahead...many water
.oqrhpani aregxlready heédingthis warning, and incur-
r ipg addit ional costs - in ~.the process that May .lirniii

meat-term bottom-line growth. Also, the industry and
.regulators -are W ork ing together no provide approxi~
mutely $5 bil l ion in federal funds for immediate ilnfra-

_.structure fniproverrienteas part Of the Peiddifig economic
r
;

s t i m u l u s  L e g i s l a t i o n .
,,. ~/

a~*a:1»~l

ow ~»..i n d u s t r y  C o n s o l e d

t h e  f a c i l i t i e s  a h a  p i p e s  ' t h a t t r e a t  a n d  t r a n s 1 5 o r £

, L z i r g e - s c a l e  f o r e i g n  a c q u i r e r s .  h a v e  b e e n  v e r y  i n t e r - .

w e s t e d  i n  p u r c h a s i n g  d o m e s t i c  w a t e r  u t i l i t i e s  o v e r  t h e

' i n a p t  f e w  y e a r s ,  a n d  t h e . . l a t e s t  e v i d e n c e  i s  t h e  g e n e r o u s - "

t a k e o v e r  o f f e r  R W E  A G  m a d e  f a r  A m e r i c a n  W a t e r  W o r k s ,

` t h e  n a t i o n ' s  l a r g e s t  p u b l i c  w a t e r  c o m p a n y .  R W E ,  a

G e r m a n y ~ b a s e d  f i r m ,  s t a n d s  t o  g a i n  c o s t  s y n e r g i e s  i n  t h e

g r h a  p o l i t i c a l l y

s t a b l e  c o u n t r y  F o r e i g n  u t i l i t i e s  h a v e  b e e n  f a s c i n a t e d

w i t t y  t h e  r i s k - a d j u s t e d  e a r n i n g s  p o t e n t i a l  o f  U . S .  w a t e r

.  c o m p a h i e s a n d  t h e y  a r e  L i l - : e l y  t o  c o n t i n u i n g  t h e i r  b u y -

i n g  s p r e e  o v e r  t h e  n e x t  f e w  y e a r s .  A s  s u c h ,  t h e  n u m b e r  o f

i n v e s t o r - o w n e d  w a t e r  p r o v i d e r s  w i t h - l a r g e  t e r r i t o r i e s  i s

's t e a d i l y  d W i n d l i n g . T h i s  d e v e l o p m e n t  g i v e s  e d g l i t i o n a l

h o p e  t o  t h o s e  U . S .  w a t e r  U t i l i t i e s  a n d  i n v e s t o r s  l o o l d n g

f o r  s u b s t a n t i a l  b u y o u t .  o f f e r s . '

.  S D W A  R e g u l a t i o n s .

" T h e  .  S a f e  D r i n k i n g  W a t e r  A c t  . { S D y i A ) .  o f  1 9 7 4

( a m e n d e d  i n  1 9 9 6 )  a u t h o r i z e s  t h e  E P A  t o  w o r k '  w i t h

s t a t e  a N d  l o c a l  ` g o v e r n r n e n t . s  t o  t e s t  f o r  f i v e  p o t e n t i a l

i m p u r i t i e s  i z r d r i n k i z i g  w a t e r  e v e r y  f i v e  y e a r s .  T h e  E P A

m a n d a t e s  w h a t  l e v e l s  o f  a  c e r t a i n  c o n t a m i n a n t  i S a c c e p t - . ,

a b l e  p e r  a  s p e c i f i e d  a m o u n t  o f  w a t e r : W a t e r . u t i l i t . i e s j . ~ ¢  '
u s u a l l y  s p e n d  a  s i g n i f i c a n t  p o r t i o n  o f '  t h e i r  a n n u a l '

c z i p i t a l t u d g e t s  ' o n  ' e f f o r t s  t o  s t a y  i n  c o m p l i a n c e  w i t h '

F e  S D W A  g u i d e l i n e s .  T h e s e  c o m p a n i e s  m u s t  a l s o  c o m p l y

.  W i t h  t h e  C l e a n  W a t e r  A c t ,  a n d  n u m e r o u s  s t a t e  a n d  l o c a l".!8W§'_ . . . . . .

4

a t 1 o r i " ~ . . . .  ' : °  . . _ _ ` .

. . . l x r f r a s t i f a é t u r e c o s t s  i n  t h e  W a t e r  U t i l i t y ' I n d u s t ? y  w i l l
l i k e l y  r i s e  d r a n f d t i c a l l y  o v e r  t h e  n e x t  2 0  y e a r s . "  T h e s e

c o m p a n i e s  h a v e  l : b `  m a i n t a i n  a n d  u p g r a d e  t h e i r  s y s t e m s

c o n * : i n u a l l y i n . . o r d e r  ' t o  r e m a i n  i n  c o m p l i a n c e  w i t h  i n -

c n e a s i n g l y  s t r i n g e n t  r u l e s  i s s u e d  b y  t h e  E n v i r o n m e n t a l

P r o t e c t i o n  A g e n c y  ( E P A )  a n d  l o c a l  r e g u l a t o r s .  M a n y  o f

5 " n o w

d r i n l d n g  w a t e r  w e r e  w i l t  a b o u t  a  c e n t u r y  a g o .  T h e  c o s t s

o f  r e p l a l & 6 S é . § y S t e é . i ° e  s i g n i f i c a n t l y  I ' 1 i § i § r .  t h e s e
d a y s ,  e v e n  a d j u s t i n g  f o r  i n f l a t i o n .  A d d i n g  t o  t h e  c o s t  i s

t h e  r a p t  t h a t  n e a r b y . b u d i e s .  o f  w a t e r  t e n d  o n  g e t  d e p l e t e d

g o d .  e x p e n s i v e  t o  u s e ,  s a . m o r e € d i s t d n c .  s o u r c e s O f  w a t e r ' _
m u s t  b e  b r o u g h t  i n  t o  k e e p  u p  w i t h  i n c r e a s i n g  d e m a n d

' f o r  i i u r i f i e d  w a t e r .  W a t e r  i s  d i £ t l i c u l t . . a h i 1  c o s t l y  t o  t r a n s -
p o x f i l z ,  s i n c e  i t  i s  h e a v y  a n d  m c o m p r e s s z b l e .  A l l  , i n  a l l

. i n d u s t r y  s o u r c e s  e s h ' m a t e  t h a t  o v e r  S 1 4 0  b i l l i o n  w i l l  b e

n e e c l e q l  t o  u p g r a d e  t h e  n a t i o n ' s  w a t e r - t 1 i s t n l b u t i o n  s y s - .

t e r n  o v e r  t h e  n e x t  2 0  y e a r s : ' . . '

"¢

. v ?*.

Investment Advice r .
. .The Water Utility stocks in this review are not .timely

..for investment over the next six to 12 months. N¢nethe~
fleas, a~few of these issues possess f`avorab8e Safety rafxkS
and solid dividend-growth prospects that may appeal to
conservative investors.

. -The costs ofstayihg in cdinpliazmce with drink.ing` water
laws are espe<;1a1Iy.one;°6u$ for smaller regional bpera-
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Infrastructure costs in the Water Utility Indus-
try will rise considerably over the coming 20
years. Consequently, halrger companies are buying
smaller ones in an attmuupt to achieve economies
at scale.

Water utility stocks are ranked to perform in the
middle of the pack over the coming 12 mouths.
Nonetheless, conservative investors can find
above-average Safety 1-axnks and attractive dive
tends in the group.

Industry Consolidation
Infrastructure costs in the water utility industry will

likely soar over the next two decades.These companies
:must constantly repair and upgrade' their existing
water/wastewater systems in order to comply wi'h in-
creasingly strict rules issued by the Environmental
Protection Agency (EPA) and local regulator. Many of
the facilities and pipes that transport water were con-
structed over 100 years ago. The costs of replacing these
systems is considerably higher now than it was in the
past, even adjusting for inflation. Too, the ongoing deple-

utilities to obtain water from rnoreslistant, more
expensive sources. Water isdifficult and costly to trans-
port because it is heavy and incompressible. Nonethe-
less, utilities must continue to keep pace with rising
demand for drinking water from growing residential and
industrial customers. Recent estimates are that it will
cost hundreds of billions of dollars to replace and up-
grade failing water infrastructures over the next 20
years. This amounts to more than the entire current
assets of the water industry in America. Much of these
costs will likely be Fuianced by federal spending and
higher water rates. Nevertheless. water utilities are

'n to have to ante up much higher capital Lnvest-

November 1, 2802

than of nearizy sources of water forces many water

svlns W .
merits over :Ne coming years.

The costs of staying 'm compliance with drinking water
laws are especially onerous for smaller regional compa-
nies because they have fewer customers over which to
spread their costs. Seal! and mid-sized water utilities
tend W welcome takeover offers from larger, better-
capitalized companies so that they can utilize *he bigger
arm's superior resources. For instance, the EPAls new
rules on the allowable levels of arsenic in drinks ng water
(10 parts per billion by January, 2006) is compelling
same smaller utilities to merge with larger ones in ah
effort to remain in compliance with the new standards.
By purchasing these smaller emf:ities, large utilities seek

Composite Slaiisticsz Water Utility lnclustr;3

WATER UTILITY INDUSTRY

to achieve economies of scale. Also, a bigger company
dl vv~u reduce its

susceptibility to unfavorable weather patterns and po-
tentially burdensome local regulators. For example, the
regulatory climate in California has been extra costly for
utilities in the past couple of years, so companies, such
as California Wirer, have been actively looldng for
acquisition targets outside of the state. On a positive
note, the passage of a new law 'm California will allow
water uciiities to charge higher ra?.e8 to customers {sub~
sect to refund) if regulators do not render decisions on
rate cases within established processing periods. This
ought to improve revenues for three ou'c of four compa-
nies in this review.

gains Qreater geagragshic d§v&rsit5»' tilaéz

SDWA Regulations
The Safe Drinking Water Act iSDWA) l9T4

(amended in 1996) authorizes the EPA to with
stageand local governments to test for tertian ~-

J " h par-
lzicular level oz' a certain contaminant is acceptable per a
specified amount of water. Water utilities -routinely
spend large portions of' their annual capital expendi-
tures.on efforts to remain in compliance with SDWA
guidelines. These companies must also comply with the
.1972 Clean Water Act, and numerous other state and
local laws. another costly endeavor.

Recent Challenges
The events or̀  September 11, 2001 have introduced a

whole new set of challenges For the industry. Companies
have been spending a lot of time, energy, and money en
making sure that their water systems are reasonably
secure from potential terrorist attacks. Utilities have
turned no local and federal regulators for reimbursement
and addi zonal funding, but the amount and -timing of
future funds is uncertain. Also, insurance costs have
soared in the past year, as insurers are now more
reluctant to cover companies, like water uriiities, that
can potentially have catastrophic losses.

cities 'm drinking prater.The EPA mamfftes what

Decent Grounds For Conservative Investors
The water-utility stocks in this review are unlikely to

outperform the year-ahead market. Nonetheless, they
offer above-average Satiety ranks, attractive dive<iend
yields, and decent ask-adjusted total-return potential.

Joseph Espaillat
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Composite Statistics: Water Utility Industry
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The Water  Ut ility  Industry 's consolidat ion con-
tinues to gain momentum, as industry leaders look
for  oppor tunit ies to  buy  out  smaller  companies
t ha t  a r e  s t r ugg l ing  t o  keep  up  w i t h esca la t ing
inf r ast r uct ur e  cost s  and height ened r egulat or y
requirements.

Water  Ut ility  stocks are unlikely  to outperform
t he br oad mar ket  f or  t he  y ear  ahead.  Wit h t hat
Said, however, some of these issues offer conserva-
t i v e  i nv e s t o r s  a t t r a c t i v e risk-adjusted, total-
return potent ial.

of dolla rs  over the next 20 yea rs  will be needed to repa ir
the  na tion's  entire  wa ter s ys tem. The Wa ter Infra s truc~
tore  Ne twork be lie ve s  tha t the re  will be  a  $12 billion
a nnua l s hortfa ll for wa s tewa te r infra s tructure  over tha t
period, a nd long-term help from the  federa l government
is  needed to s olve  the  problem . Wa te r com pa nies  will
m o s t like ly fo o t th e  m a jo rity o f th e  b ill,  th o u g h ,  a s
budge t de ficits  a t s ta te  a nd loca l leve ls  will lim it funds
dedica ted to the  indus try.

Government  Regulat ions In d u s t ry Co n s o lid a t io n

W ith the costs of meeting safe drinking water guide-
lines on the rise, many smaller companies lack the funds
to commit  to long- term s t ruc tural improvements .  As
such, these smaller water companies have been increas-
ingly willing to accept takeover offers from larger suitors
with s ignif icant ly greater capital resources. The larger
utilit ies benefit from economies of scale, which enables
them to reduce overhead. in addit ion, the acquis it ions
usually enhance geographic diversity, reducing a compa-
ny's vulnerability to weather f luctuat ions. Then, too, a
multistate territory helps to alleviate a company's expo»
sure to espec ial ly  onerous  regulatory atmospheres .
Large foreign ut il it ies  have been part icular ly act ive in
recent years, swallowing Lip domestic water companies
in an effort to gain exposure to the United States' steady
populat ion growth.

In order to keep water supplies safe, nat ional purif i-
cat ion standards have been established that the water
industry is required to meet. Amended in 1996, the Safe
Dr ink ing W ater  Ac t  (SDW A)  of  1974 author izes  the
Environmental Protec t ion Agency (EPA) to work  with
s tate and local governments  to per iodical ly  tes t  for
impur it ies in dr ink ing water  and regulate the levels  of
contaminants that are acceptable per a specified amount
of water. These standards take into account the health
effects of chemicals, measurement capabilities, and tech-
nical feas ibility.  One of  the most  s ignif icant  contami-
nants that the industry screens for is  arsenic,  a natu-
rally occurr ing substance. However,  the EPA is in the
process of lowering the tolerated amount of arsenic to 10
parts per billion from 20 parts currently. The change is
expected to be in effect by January, 2006, Large chunks
of  water  ut i l i t ies '  annual capital budgets  are already
spent on infrastructure maintenance and improvements
in order to stay in compliance with the SDW A, the Clean
W ater  Ac t ,  and numerous  s tate and local laws.  This
percentage is  l ikely to c limb even higher ,  as  fears  of
ter ror ism have prompted of f ic ials  to fur ther  t ighten
regulat ion requirements,

Investment  Advice

Rising Infrastructure Costs

None of  the s tocks  under  review are t imely at  this
juncture,  as poor weather condit ions have resulted in
inconsistent earnings patterns. Although Phi ladelphia
Suburban, California Water Services Group, and Ameri»
can States W ater  all have below-average total- return
potent ial out  to 2006-2008, income-or iented investors
might may find one of these stocks attractive, given their
f avorab le r is k  prof i le.  Inc ome-bear ing s toc k s  have
gained some additional popularity of late, because of the
recent federal tax bill that reduced the top rate investors
pay on dividend income to 15%. As usual,  though, we
recommend that potential investors careful review indi-
vidual reports before making any new commitments.

Along with the necessity Lo remain in compliance with
increasingly str ic t  water pur ity standards, water com-
panies are also being pressured to continually upgrade
aging facilit ies. Many of the water/wastewater systems
that are presently in use were built  over 100 years ago
and are growing outdated.  The costs  assoc iated with
replac ing these systems are dramat ically higher  now
than when they init ially were put in place, The EPA and
other industry sources indicate that hundreds of billions

Andr e  l Costanza
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Composite Statistics: Water Utility Industry
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lated to the quality and purif icat ion of dr inking water is
forcing many of the smaller water companies to look to
larger suitors. Bigger companies with the market scale
to withstand the current onslaught of costs are c lear ly
taking advantage of this s ituat ion. Indeed, these f irms
are growing their  businesses at relat ively low costs as
well as diversifying their operations into less regulated
and more- rapidly developing areas  of  the U.S. Aqua
America is  a perfect example, making nearly 20 acqui-
sit ions since the close of last year. Aqua recent ly pur-
chased a number of Pennsylvania-based companies in
order to help dr ive top- line growth. W e ant ic ipate that
the c ur rent  c ons ol idat ion t heme wi l l  pers is t ,  as  we
expect restructuring costs to continue to rise.

The Water Utility industry continues to rank
near the bottom of the Value Line investment
universe. Infrastructure costs will limit earnings
for at least the near future, as the high expenses
associated with maintaining and improving the
country's water-distribution systems continue to
rise.

However, it appears that relief is on the way for
some companies. Favorable regulatory rate case
rulings have been handed down across the coun-
try and look as though they might become the
norm.

M e a n w h i l e ,  c o n s o l i d a t i o n  r e m a i n s  t h e  n a m e  o f
the game. Although many of the industry's smaller
players lack the capital requirements to meet
growing government regulations, larger compa-
nies are using the consolidation as way to boost
profitability via growing its customer base. Regulatory Assistance

Infrastructure Costs
Although water utility company's have been forced to

deal with lethargic  case rulings  in the pas t  couple of
years, some governing bodies are picking up the pace. In
California,  for  example,  the California Public  Ut il i t ies
Commiss ion (CPUC)  has  handed down a number  of
favorable rate-relief rulings in recent months. and more
are expected. W ith the California electr ic  cr is is seem-
ingly in the rearview mirror,  the current administrat ion
seems intent  on deliver ing more t imely assessments .
American States Water Company and California Water
Service Group have both seen profits benefit from recent
case rulings over the past quarter.

Infrastructure costs continue to climb higher as water
utility companies, with lit t le help from strapped govern-
ment branches, are forced to deal with maintaining and
upgrading existing facilities. Costs are becoming an even
greater concern as time passes because a number of the
func t ioning sys tems cur rent ly in place are over  100
years old and in need of significant repair. That said, we
believe that it will take hundreds of billions of dollars to
renovate existing pipelines over the next few decades. To
make matters worse, the costs of staying in compliance
with regulatory laws are growing even more dif f icult ,
due to fears of terrorist activit ies against the country's
drinking supplies. Although the Safe Drinking W ater Act
(SDW A) of 1974 remains the authority for the safety and
purity of  dr inking water,  recent amendments are mak-
ing c ompl ianc e even more demanding,  In  1996,  an
amendment  author ized the Environmental Protec t ion
Agency (EPA) to step up local compliance levels. And,
governing law-makers  now ins is t  that  the EPA work
with local and state governments to test for impurities in
dr ink ing water  and to regulate the levels  of  contami-
nants that are acceptable.

Investment  Advice

A Buy ing Oppor tunity

Most investors will want to take a pass on the stocks
covered in the next few pages, as they offer uninspiring
returns out to decade's end. In addit ion, not one of the
stocks in this edition is ranked to outperform the market
in  the next  s ix to 12 months .  Nonetheless ,  income-
oriented investors may like the industry's solid dividend
yields. Cal i fornia Water may have some added appeal for
the r isk-averse,  given its  above average Safety rank.
Still,  we advise that potential investors carefully review
the individual reports in the ensuing pages before mak-
ing a commitment to any of the stocks mentioned above.

Andre J. Costanza
The growing regulat ions and costs  assoc iated with

staying in compliance with government s tandards re~
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Composite Statistics: Water Utility Industry
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After showing some brief signs of a turnaround
last year, the Water Utility Industry appears to
have reverted back to its old ways. Feeling the
effects of u cooperating weather conditions and
high infrastructure costs, the stocks in this indus-
try have had trouble meeting earnings expecta-
tions and, as a result, have sorely underperformed
the broader market in recent months. In fact, none
of the water utility stocks that are covered in the
next few pages are ranked better than 3 (Average)
f o r  T i m e l i n e s s ,  b a s e d  o n  o u r  m o m e n t u m  b a s e d
ranking system. As a whole, the industry ranks
near the bottom of the Value Line investment
universe.

And the future does not look much brighter.
Although a more favorable regulatory landscape
and normalized weather conditions ought to pro-
vide a better landscape, we are concerned that
rapidly growing infrastructure costs will continue
to undermine this group's earnings out to late
decade.

E as in g Tensions

tores are upwards of  100 years old and are in severe
need of maintenance and, in some cases, massive reno-
vations and rebuilding. And, given the geopolit ical vola-
t ility worldwide and the heightened threat of  bioterror-
ism on U.S. water pipelines and reservoirs, these costs
are likely to continue to only rise, as companies strive to
comply with EPA water  pur if icat ion s tandards .  Inf ra-
s t r uc ture repair  c os t s  are expec ted t o c l imb in  t he
hundreds  of  mil l ions  of  dollars  over  the next  two de-
c ades ,  put t ing many s mal ler  water  c ompanies  at  a
distinct disadvantage. W ith a dearth of resources to fund
these improvements,  many such companies are being
forced to sell.  But, given the current landscape, larger
companies with the f lexibil ity and capital to deal with
t he h igher  c os t s  ar e u t i l iz ing  t he weak nes s  t o add
addit ional legs  of  growth to their  bus inesses . Aqua
America, t he larges t  water  u t i l i t y  in  our  survey,  f or
example, has made more than 90 acquisitions in the past
f ive years, doubling its  revenue base during that t ime.
The company does not seem to be slowing its aggressive
spending ways and has the highest return on equity of
any of the stocks that we cover here.

Although designed to keep a balance of power between
consumers and providers, regulatory authorit ies, have
long been a thorn in the side of water utility companies.
Rate relief  case decis ions had often been unfavorable
and untimely, with some rulings being pushed off for as
long as two years. But, it  f inally looks as though things
are taking a tum for the better, especially in the state of
California.  The California Public  Ut il it ies  Commiss ion
(CPUC), which is responsible for ruling on general rate
case requests in the Golden State,  has been handing
down 1nore»favorable and t imely dec is ions in recent
months ,  t hanks ,  in  par t .  t o t he ef for t s  of  Governor
Schwarzenegger. He has replaced members thought to
be antagonists of rate relief with more-business-friendly
members,  and addit ional moves may be in the works.
The recent changes makes for a favorable backdrop for
water utility companies operating in California, such as
American States Water Co. and California Viewer Service
Group.

In ve s tm e n t  Ad vic e

Costs

Most  investors  will probably want  to take a pass on
the stocks in this industry.  Typically market laggards,
not  one of  the issues  covered in the next  few pages
s tands  out  f or  near - t er m or  longter m c ap i t al  gains
potent ial .  The l imited f inanc ial resources  of  mos t  of
these companies, along with the capital-intensive nature
of  t he indus t r y ,  w i l l  p r obab ly  l im i t  any  s ubs t an t ial
growth out to late decade.

Those seeking to add an income component to their
por t fol io may f ind an at t rac t ive opt ion here,  though.
Each of  the s tocks in this  indust ry carr ies  an above-
average dividend yield, with American States Water and
California Water offering the highest percentages. Cali-
fornia W ater offers some additional appeal, as it has a 2
(Above Average) Safety rank. As is always the case, we
recommend that  all potent ial investors take a more in
depth look  at  the indiv idual repor ts  on the fol lowing
pages before cons ider ing making any future f inanc ial
commitments.

But, while regulators are casing their stance on rate
case dec is ions,  this  does not  look to be the case for
infrastructure demands. Many of the current infrastruc-

Andre J Costanza
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Composite Statistics: Water Utility Industry
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geopolit ical volat i l ity wor ldwide and the threat  of  bio-
terror ist  act ions on U.S. water systems. In ail,~ infra-
s t ruc ture repair  cos ts  are expected to c l imb into the
hundreds of  mill ions  of  dollars  over  the next  two de»
cades. However, these increasing costs will make it very
d i f f icu l t  f or  water  u t i l i t y  companies  to maintain  t he
earnings momentum that  we the expect  the improved
regulatory landscape to produce this  year  out  to late
decade.

Despite better regulatory backing, most of the
water utility companies covered in the next few
pages have continued to struggle in recent
months. Unseasonably wet weather conditions
and escalating infrastructure costs remain at the
heart of the problem, pressuring margins and
limiting bottom-line growth. As a result, these
perennial market laggards continue to rank at the
bottom of the Value Line investment universe for
Timeliness. Although we suspect that more-
normal weather conditions will eventually re-
sume, the growing need for infrastructure renova-
tions remains a major concern going forward.
Higher spending poses a threat to the industry's
long-term prospects, especially given the capital
constraints that most companies are facing. As a
result, none of the issues in this industry hold
worthwhile 3- to 5-year appreciation potential at
this time. Meanwhile, dividend yields have lost
some appeal, as well.

Op p o rtu n ity? ? ?

Regulatory  Landscape

W ith limited resources to fund rising capital expendi-
tures ,  many smal ler  companies  in th is  indus t ry are
being forced to shop their  bus inesses,  present ing an
opportunity for larger suitors with the resources to foot
the bill.  No company exemplif ies this better than Aqua
America, the largest  water  ut i l i ty in our Survey. I t  has
made well over 100 acquisit ions in the past f ive years,
using the aforementioned weakness ofsmailer players to
improve their operations and increase their presence. It
has drastically increased its customer base and clearly
improved its longer-term prospects, and therefore holds
the best  3-  to 5-year  apprec iat ion potent ial of  all the
stocks in this industry. W e expect that the consolidation
t rend w i l l  c ont inue as  water  s tandards  c ont inue t o
climb.

Regulatory authorit ies, designed to keep a balance of
power between consumers and providers, have long been
a nemesis to water ut ility companies. Rate case deci-
s ions have been unfavorable and unt imely, sometimes
taking as long as two years to complete. However, the
tide appears to have turned more recently, part icularly
in California, where a few of the ut ilit ies in this Survey
generate a fair portion of their revenues. The California
Public  Ut i l i t ies  Commiss ion,  for  example,  behind the
efforts of Governor Schwarzenegger, has been handing
down more-favorable and t imely decis ions. He has re-
placed members thought to be adversaries of rate relief
with more-lenient constituents. The changes provide a
healthy backdrop for  ut il ity companies that  request  a
step-up in rates each year,

Investment  Advice

Drow ning In Expenses

This is  not an industry that most investors will want
to emphasize. Not one of the stocks here stand out for
Timeliness or 3- to 5-year appreciat ion potent ial.  Mak
in matters worse, higher interest rates have increased
the income-producing appeal of alternative investments,
making the yields found in this  industry modest ly at~
t rac t ive at  bes t .  Thus ,  mos t  w i l l  want  t o avoid  t h is
untimely industry for now. However, Cali fornia Wateris
ranked 2 for  Safety.  This ,  along with i t s  his tor ical ly
s t eady  s t r eam  of  i nc om e, m ay  ap p ea l  t o  m o r e -
conservat ive investors .  As always,  though,  we recon
mend that investors study the individual reports of each
c ompany in  t he next  f ew pages  befor e mak ing any
financial commitments.

Although regulators  appear  to be more bus iness-
friendly with case decisions. they are becoming increase
in f ly  mor e s t r ingen t  w i t h  in f r as t r uc t u r e demands .
Many of the current infrastructures are more than 100
years  old ,  and in  need of  ser ious  upkeep and even
complete renovat ion in some cases .  Meanwhile,  the
Environmental Protect ion Agency (EPA) cont inues to
inc rease i t s  water  pur i f icat ion s tandards ,  g iven the

Andre J Costanza
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INDUSTRY TIMELINESS: 96 (of 96)

Composite Statistics: Water Utility Industry
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Many of the stock's in the Water Utility industry
have continued to benefit from more favorable
regulatory backing since our October review. Ne-
vertheless, as usual, the industry, as a whole,
ranks at the very bottom of the Value Line invest-
ment universe for Timeliness. Elevated well and
waterway maintenance costs are responsible for
most of the blame and will likely continue to
dampen profits for years to come. Indeed, the
growing need for infrastructure renovations
poses a significant threat to the industry's long-
term prospects, especially given the capital con-
straints that most companies are facing. As a
result, many investors are going to want to steer
clear of the issues in this industry.

Regulatory Winds at its Back

s t ruc ture repair  cos ts  are expec ted to c l imb into the
hundreds  of  mil l ions  of  dollars  over  the next  two de-
cades. These extra costs will make it  very dif f icult  for
most  water  ut i l i t y companies  to sus tain the earnings
momentum that we think the improved regulatory land~
scape will produce this year.

Many of the smaller companies in the industry do not
have the resources to meet the capital expenditures that
they are being saddled with. Some are deciding to merge
with larger ,  more f inanc ially sound enterpr ises .  As  a
result ,  some of the biggest water ut ility companies are
growing bigger ,  fas ter  than ever .  Aqua America, for
example, has made well over 100 acquisitions in the past
five years (28 coming in 2006), based on the aforemen-
tioned weakness of smaller players, improved operations
and increased their lines. This has drastically increased
its  customer base and c lear ly improved its  long- term
prospects. W e expect Aqua to continue growing its busi-
ness via acquis it ions as r is ing water  s tandards spark
further consolidation.

Regulatory authorit ies, designed to keep a balance of
power between ut ility providers and consumers,  have
been extremely tough on utility companies in years past.
However ,  current  adminis t rat ions have taken a much
more bus iness- f r iendly approach in recent  months in
handing down t imely and generally favorable rulings.
This has not been more glar ingly evident than in Cali~
f ol ia,  wher e t he Cal i f or n ia Pub l ic  U t i l i t ies  Commie
Zion's board has undergone a major facelift with adver-
saries being replaced with business supporters. Recent
rulings set a good tone for ut ility providers doing busi-
ness  in the Golden State,  which typical ly  reques t  a
s tep-up in rates  every year .  This  augurs  par t icular ly
well for California Water Service Group and American
States W ater, which both derive a significant amount of
business from California.

Investment Advice

But Choppy Waters Lie Ahead

Mos t inves tors  will wa nt to s teer clea r of the  s tocks  in
the  Wa te r Utility Indus try.  Ea ch  of the  is s ue s  in  the
coming pages  hold below average apprecia tion potentia l,
whether it be  for the  coming s ix to 12 months  or out to
2009-2011 .  In  fa c t,  e a ch  is  ra nke d  e ithe r 4  o r 5  fo r
Timelines s . The growing infra s tructure cos ts  and capita l
cons tra ints  mentioned above a re likely to continue pres~
s oring bottom lines  of wa ter utility compa nies  for yea rs
to come.

Meanwhile, mos t look to have los t their income appea l
as  well. Higher interes t ra tes  have increased the income-
producing appea l of a lterna tive inves tments , making the
yie lds  found in this  indus try modes tly a ttra ctive  a t bes t.
Tha t s a id ,  m ore  cons e rva tive  inve s tors  looking for a
s te a dy s tre a m  of incom e  m a y wa nt to  ta ke  a  pe e k a t
Ca lifornia  Wa te r, which is  ra nked 2 (Above Average) for
S a fe ty. Its  yie ld is  s till a bove the  Va lue  Line average.
Neverthe les s , we  a dvis e  a ll potentia l inves tors  to ca re-
fully look over the individua l reports  of ea ch compa ny in
the next few pa ges  before ma king a ny decis ions .

Even s till, the  s a me ca nnot be  s a id for infra s tructure
cos ts . Although regula tors  a re  s oftening their s ta nce on
ra te ca se decis ions , infra s tructure demands  a re growing
more  s tringent. Ma ny of the  current infra s tructures  a re
more tha n 100 yea rs  old a nd in need of s erious  upkeep,
or e ve n com ple te  re pla ce m e nt in s om e  ca s e s . Wa te r
companies  a re being forced to pony up s ignificant cash in
orde r to  ge t the ir s ys te m s  up to  pa r.  Ma king m a tte rs

tinges  to increa s e its  wa ter purifica tion s tanda rds , given
the  ge opolitica l vola tility worldwide  a nd the  thre a t of
bio-terroris t a ctions  on U.S . wa ter s ys tems . In a ll, infra -

A nd r e  l Costanza
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DOCKET no. WS-01303A-06-0283

1

2 COMMISSIONERS

3

4

5

6

7

8

9

IN THE MATTER OF THE APPLICATION OF
ARIZONA~AMERICAN WATER COMPANY,
INC., AN ARIZONA CORPORATION, FOR
AUTHORITY TO INCUR LONG-TERM DEBT
THROUGH ITS AFFILIATE, AMERICAN WATER
CAPITAL CORPORATION.

De cis ion No. 68994

ORDER

Open Meeting
October 17 and 18, 2006
Phoenix, Arizona

BY THE CO MMIS S IO N:

10

11

12

13 On April 26, 2006, Arizona-American Water Company, Inc. ("Arizona-A1nerican") tiled with

14 the Arizona Corporation Commission ("Commission") an application for authority to incur long-tenn

15 debt through its affiliate, American Water Capital Corporation ("American") and for authorization of

16 payment obligations to the city of Tolleson, Arizona.

* ** * =l= * * 4= =l= =l=17

18 Having considered the entire record herein and being fully advised in the premises, the

19 Commission finds, concludes, and orders that:

20

21 1. Arizona-American Water Company, Inc. ("Arizona-American" or "Applicant") is a

22 Class "A" Arizona public service corporation providing water and wastewater services in portions of

23 Mohave, Maricopa and Santa Cruz counties. Arizona-American provides utility service to

24. apprQ2;i_1nately_slZ,QQQ_watercustomers. and.47,000 sewer.custorners in Arizona

Arizona-Am

FINDINGS  OF FACT

American currently has three rate cases in progress for the following districts

26 (1) Iv1oh5v€-w3Tt€T30ud"v3stEvvi3t€1', Docket No. WS-0I303A-06-0014; (2) Anthem Water and

27 Anthem/Agua Fria Wastewater, Docket No. WS-01303A-06-0403, and (3) Sun City Wastewater and

28 Sun City West Wastewater, Docket No. WS-0]303A-06-0491

S:\Bjelland\Watcr\Financing\060283order.doc
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On April 26, 2006, Arizona-American filed an application with the Commission

2 requesting permission to incur long-term debt through its affiliate, American Water Capital

3 iColporation ("AWCC"). The Applicant also requested approval of an obligation to the City of

4 Tolleson ("Tolleson"). Arizona-American published notice of its application in this matter on May

1 3.

5 15,2006 in the Mohave Valley Daily News, on May 18, 2006 in the Arizona Business Gazeetfe, and

7 On September 15, 2006, the Commission's Utilities Division ("Staff") tiled a Staff

8 Report recommending approval of this application.

9 5. Arizona-American asks for Commission approval to borrow $165.45 million from

10 AWCC for the purpose of paying off two promissory notes, totaling $158.45 million', which mature

11 in November 2006, and to fund two new capital projects with $7.0 million.

6 1 on May 19, 2006 inthe Nogales International.

4.

12 6. Arizona-American anticipates obtaining a ten-year interest-only loan of $165.45

13 million Nom AWCC at an interest rate not to exceed 6.5 percent per annum. All principal is due at

14 maturity. The actual interest rate will be determined by market conditions at the time of the

15 transaction, and there are no expected financing costs or issuance fees. AWCC has no coverage ratio

16 requirements for Arizona-American.

17 ; 7. Arizona-American has also requested Commission approval of an $8.56 million

18 obligation ("Obligation") to Tolleson. In its application, Arizona-American stated that it is the

19 successor in interest to Sun City Sewer as the purchaser of sewage treatment services from Tolleson

20 Eunder a Sewage Treatment and Transportation Services Agreement ("Services Agreement").

21 aTolleson issued $8.56 million in bonds to finance the facilities needed to provide service under the

22 Services Agreement. Payments for the bonds, guaranteed by Arizona-American, are made from

23 revenues received under the Services Agreement. The Obligation previously was guaranteed by

24 Citizens Utilities Company ("Citizens") in 1998, however, Arizona-American subsequently acquired

25 Mc water and wastewater assets and Certificates of Convenience and Necessity held by Citizens in

26 Arizona. The Commission authorized the acquisition in Decision No. 63584 (September 26, 2000).

27 l

28
1 One note is for $154,948,119 (Dec. No. 64002 (August 30, 2001)), and the other is for $3.5 million (Dec. No. 63586

| (April 14, 200l)).

I

I
I
l

2 DECIS ION n o . 68994
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I Decision No. 63584 approved the transfer of assets and recognizes in the description of the

2 transaction that Arizona-American would assume liabilities for contracts, but is silent regarding

3 approval of the terms of the transaction. Arizona-American seeks to clarify this uncertainty by

4 [obtaining Commission approval in this docket for the Obligation.

5 Engineering Analvsis

Staff Engineering reviewed the material costs estimates of the two new capital projects

7 submitted in support of the application, expansion of its Mohave Wastewater Treatment Plant in

8 IMohave County, and its Verrado Wastewater Treatment Plant Phase 2 expansion in Maricopa

9 County

IG Applicant plans to expand its Mohave Wastewater Treatment Plant by 250,000 gallons

ll [per day to meet projected demands and required wastewater treatment standards. The Mohave

12 Wastewater Treatment Plant currently has a design capacity of 250,000 gallons per day. The

13 projections of new hookups show the existing plant capacity will be exceeded by early 2008. The

14 expansion project will include a pre-packaged 250,000 gallons per day treatment facility (matching

15 the existing plant), solids handling facility, expanded blower building, sitework, electrical, and

16 Ifoundadon, etc. The estimated total project cost is $2,763,000

17 10. Applicant plans to expand the Verrado Wastewater Treatment Plant, which has an

18 existing capacity of 450,000 gallons per day. The projected flow will reach the existing capacity in

19 the summer of 2007. The proposed expansion will increase treatment plant capacity from 450,000 to

20 | 1,160,000 gallons per day, which will meet projected demands until 2011. The estimated total

21 project cost is $4,910,000

22 l l . StaiT concluded that the proposed plant additions are reasonable and the estimated

23 total project costs for the two new capital projects are reasonable. However, no "used and useful

24 ldetennination of theproposed projects. was made and no particular treatment should be inferred for

25 Irate malting or rate base purposes in the future

26 Financial Analvsis

27 12. The Debt Service Coverage ("DSC") ratio represents the number of times intemadly

28 [generated cash will cover required principal and interest payments on long-term debt. A DSC ratio

DECISION NQ_6 8 9 9 4
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1

2

3

4

5

greater than 1.0 means that operating cash flow is sufficient to cover debt obligations. A DSC less

than 1.0 means that debt service obligations cannot be met from operations and that another source of

funds is needed to avoid default.

13. The Times Interest Earned Ratio ("TIER") represents the number of times earnings will

cover interest expense on short-term and long-term debt. A TIER greater than 1.0 means that

6

7

Cash Coverage Ratio ("CCR") represents the number of times internally generated

9 .cash covers required interest payments on short-term and long-term debt. A CCR greater than 1.0

10 means that operating cash flow is greater than interest expense.

l l  i 15. For the year ended December 31, 2005, Staff's financial analysis shows Arizona-

12 i American had a 0.52 TIER, a 2.05 DSC and a 2.06 CCR. Staff's pro forma analysis, reflecting the

13 effect of the AWCC debt proposed by Arizona-American assuming a 6.5 percent annual interest rate

8

'operating income is greater than interest expense. A TIER of less than 1.0 is not sustainable 'm the

i long teml but does not necessarily mean that debt obligations cannot be met in the short term.

14.

15

14 : and 10-year amortization shows a decline to a 0.46 TIER, a 1.81 DSC, and a 1.82 CCR.

16.

.

!
I
l

Arizona-American's TIER results reflect that operating income would suffice to cover

16 interest expense in the short-term, but not in the long term. However, DSC results indicate that

17 'Arizona-American will be able to meet all obligations with cash generated firm operations

18 Therefore, operating cash flow is sutTicient to cover both principal and interest payments on short

19 I and long-term debt obligations

20 Capital Structure

21 i At December 31, 2005, Arizona-American's capital structure consisted of 8.5 percent

22 short-temm debt, 58.6 percent long-term debt, and 32.9 percent equity. Pro forma analysis reflects a

23 Qcapital structure composed of 8.1 percent short-term debt, 57.7 percent long-term debt and 34.2

24 percent equity

25 18. On March 21, 2006, Arizona-American received $35 million in new equity from

26 American Water Works, Inc., its parent company. The effect of this new equity on Arizona

27 American's equity position was partially offset by a goodwill write-off of $24.4 million

28

17.

DECIS ION no. 68994
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4

5

6

1 Staff's Conclusions and Recommendations

19. Based on its review and analysis, Staff concluded that authorization of the $8.56

3 million Tolleson Obligation is appropriate to clarify any ambiguity regarding Commission

§ authorization. Staff stated its conclusion that the estimated costs associated with the new capital

|projects appear to be reasonable, and stated that issuance of the proposed AWCC debt financing not

to exceed $7.0 million to fund new capital projects and not to exceed $158.45 million to pay off

maturing debt is within Arizona-American's corporate Powers, is compatible with the public interest7

8 is consistent with sound financial practices and will not impair its ability to provide services

20. Staff recommended that the Commission authorize Arizona-American's request to

10 borrow an amount not to exceed $165.45 million in new funds from AWCC for the purposes

ll : described herein. Staff arther recommended that the Commission approve Arizona-American's

12

1 3

14

16

$8.56 million Tolleson Obligation pertaining to the Services Agreement as successor in interest to

9 Sun City Sewer

21. Staff further recommended authorizing Arizona-American to engage in any

15 transaction and to execute any documents necessary to effectuate the authorizations granted

22. Staff recommended that the executed loan documents be filed with Docket Control

17 within 30 days of this Decision

18

19

23. Staff's recommendations are reasonable and should be adopted

CONCLUS IONS  OF LAW

22

23 a pplica tion

24 3

4

Arizona-American is a public service corporation within the meaning of Article XV of

21 the Arizona Constitution and A.R.S, §§40-281, 40-282, 40-301 and 302

2 The Commission has jurisdiction over Arizona-American and the subject matter of the

Notice of the application was given in accordance with the law

Staff' s recommendations are reasonable and should be adopted

26 The financing apprcw€d'herein is Tor lawful purposes within Arizona-American's

27 Q corporate Powers, is compatible with the public interest, with sound financial practices, and with the

28 proper performance by Arizona-American of service as a public service corporation, and will not

DECIS ION NO 68994
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1 , impair Arizona-American's ability to perform that service

The financlmg approved herein is for the purposes stated in the application and is

3 reasonably necessary for those purposes, and such purposes are not, wholly or in part, reasonably

chargeable to operating expenses or to income

IT IS THEREFORE ORDERED Arizona-American Water Company, Inc.'s application for

7 éaurhoaty to borrow an amount not to exceed $165.45 million in new funds firm American Water

8 i Capital Corporation for the purposes described herein shall be, and hereby is, granted

IT IS FURTHER ORDERED that Arizona-American Water Company, Inc.'s application for

10 i authorization of its $8.56 million obligation to the City of Tolleson Obligation pertaining to the

l l Sewage Treatment and Transportation Services Agreement as successor in interest to Sun City Sewer

12 Eshall be, and hereby is, granted

13 IT IS FURTHER ORDERED that such authority is expressly contingent upon Arizona

14 i American Water Company, Inc.'s use of the proceeds for the purposes set forth in its application

15 IT IS FURTHER ORDERED that approval of the f inancing set forth herein does not

16 constitute or imply approval or disapproval by the Commission of any particular expenditure of the

17 : proceeds derived thereby for purposes of establishing just and reasonable rates

IT IS FURTHER ORDERED that Arizona-American Water Company, Inc. is hereby

19 authorized to engage in any transaction and to execute any documents necessary to effectuate the

20 i authorizations granted

21

22

24

26

27

DECIS ION NO. 68994
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IN wiTnEss WHEREOF, 1, BRIAN c. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto set my hand and caused the official seal of the
Commissionto be f,f8>;;@ the Capitol, in the City of Phoenix,
uns 3L§§uayof . ,2006.

ANC.
EXECU CTOR

cNEI
D

DISSENT

DISSENT

DOCKET NO. WS-01303A-06-0283

IT IS FURTHER ORDERED that Arizona-American Water Company, Inc. shall file with

Docket Control, as a compliance item in this docket, within 30 days of this Decision, a copy of all

executed documents associated with the financing authorized herein.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

/ I-M. M&W8

\

27

28

689947 DECISION no.
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1 S ERVICE LIS T FOR: ARIZONA-AMERICAN WATER COMPANY, INC.
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i

7

3
1 Craig A. Marks

4 AR1ZONA-AMERICAN WATER co., INC.
19820 n. »7th Street, Suite 201

5 Phoenix, Arizona 85024

6 Christopher Keeley, Chief Counsel
3 Legal Division
3 ARIZONA CORPORATION COMMISSION
! 1200 West Washington Street
Phoenix, Arizona 850078

10i

8
11

9 Ernes t G. J ohnson, Director
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
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Compliance Item
COHTRUL

Decision No. 68994 dated October 20, 2006 in WS-01303A-06-0283 states, "IT IS FURTHER
ORDERED that Arizona-American Water Company, Inc. shall file with Docket Control, as a
compliance item in this docket, within 30 days of this Decision, a copy of all executed documents
associated with the financing authorized herein

UUCp
C(3i8P CQHHISSHJH

-W

Response

Attached are three new long-term Inter-Company Loan Agreements effective December 21, 2006
between Arizona-AmericanWater Company and American Water Capital Corp. totaling
$159,000,000

These long-tem loans replaced the short-term loans in place from November 6, 2006 anti!
December 21, 2006

Arizona Corporation Commission

DOCKETED
JAN 08 2007



PROMISSORY NOTE
FOR LONG-TERM BORROWINGS
5.39% Maturity - December 21, 2013

$24,700,000 December 21, 2006

FOR VALUE RECEWED, Arizona-American Water Company, an Arizona
corporation (herein "Borrower") hereby promises to pay to the order of American Water Capital
Corp., a Delaware corporation ("Lender"), in same day funds at its offices at 1025 Laurel Oak
Rd. Voorhees, NJ 08043 or such other place as Lender may from time to time designate, the
principal sum of Twenty-Four Million Seven-Hundred Thousand dollars ($24,700,000),
together with interest thereon from the date hereof until paid in full. Interest shall be charged on
the unpaid outstanding principal balance hereof at a rate per annum equal to the rate paid and to
be paid by Lender with respect to the borrowings it made in order to provide funds to Borrower
hereunder. interest on borrowings shall be due and payable in immediately available funds on
the same business day on which the Lender must pay interest on the borrowings it made in order
to provide hands to the Borrower hereunder. The principal amount hereof shall be due and
payable hereunder at such times and in such amounts and in such installments hereunder as the
Lender must pay with respect to the borrowings it made in order to provide f ids to the
Borrower hereunder. Lender has provided Borrower with a copy of the documentation
evidencing the borrowings made by Lender in order to provide funds to Borrower hereunder. In
the absence of manifest error, such documentation and the records maintained by Lender of the
amount and term, if any, of borrowings hereunder shall be deemed conclusive.

The occurrence of one or more of any of the following shall constitute an event of
default hereunder:

(a) Borrower shall fail to make any payment of principal and/or
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days after the same shall become due and payable, whether at maturity or by
acceleration or otherwise, '

(b) Borrower shall apply for or consent to the appointment of a
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or file a voluntary petition in bankruptcy or a petition or an answer seeking
reorganization or an arrangement with creditors or to take advantage of any bankruptcy
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an answer admitting the material allegations of a petition tiled against it in any proceeding under
any such law, or if action shall be tdcen by Borrower for the purposes of effecting any of the
foregoing, or

(c) Any order, judgment or decree shall be entered by any court of
competent jurisdiction, approving a petition seeking reorganization of Borrower or all or a
substantial part of die assets of Borrower, or appointing a receiver, trustee or liquidator of
Borrower or any of its properly, and such order, judgment or decree shall continue unstated and
in effect for any period of sixty (60) days

B-1
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Upon the occurrence of any event of default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all other sums due and payable to Lender
hereunder shall, at the option of Lender, become due and payable immediately. In addition to
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concurrently, successively or otherwise any and all rights and remedies available to
Lender by law, equity, statute or otherwise

Borrower hereby waivers presentment, demand, notice of nonpayment, protest
notice of protest or other notice of dishonor in connection with any default in the payment of, or
any enforcement of the payment of, all amounts due hereunder. To the extent permitted by law
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or
hereafter in effect

Following the occurrence of any event of default, Borrower will pay upon
demand all costs and expenses (including all amounts paid to attorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or Powers hereunder with respect to such event of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interest at the contract rate set forth herein from the date of such demand until paid in full. In
connection with and as part of the foregoing, in the event that this Note is placed in the hands of
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
attorneys' fees for the collection of the amount being claimed hereunder, as well as all costs
disbursements and allowances provided by law

If for any reason one or more of the provisions of this Note or their application to
any entity or circumstances shall be held to be invalid, illegal or unenforceable in any respect or
to any extent, such provisions shall nevertheless remain valid, legal and enforceable in all such
other respects and to such extent as may be pennissible. In addition, any such invalidity
illegality or unenforceability shall not affect any other provisions of this Note, but this Note shall
be construed as if such invalid, illegal or unenforceable provision had never been contained
herein

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words "Lender" and "Borrower
whenever occurring herein shall be deemed and construed to include such respective successors
and assigns

This Promissory Note is one of the promissory notes referred to in the Financial
Services Agreement dated as of June 15, 2000 between Borrower and Lender to which reference
is made for a statement of additional rights and obligations of Lender and Borrower



IN WITNESS WHEREOF, Borrower has executed this Promissory Note the day
and year fist written above.

Arizona-American Water Company

By:
Name and Title: Via I'Ac0€a2».f~f -FT4¢~:4_4 TMWW'
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P ROMIS S ORY NOTE
FOR LONG-TERM BORROWINGS
5.52% Ma turity - De ce mbe r 21, 2016

$11,200,000 December 21, 2006

FOR VALUE RECEIVED, Arizona-American Water Company, an Arizona
corporation (herein "Borrower") hereby promises to pay to the order of American Water Capital
Corp., a Delaware corporation ("Lender"), in same day funds at its offices at 1025 Laurel Oak
Rd. Voorhees, NJ 08043 or such other place as Lender may from time to time designate, the
principal sum of Eleven Million Two-Hundred Thousand dollars ($11,200,000), together with
interest thereon from the date hereof until paid in full. Interest shall be charged on the unpaid
outstanding principal balance hereof at a rate per annum equal to the rate paid and to be paid by
Lender with respect to the borrowings it made in order to provide funds to Borrower hereunder.
Interest on borrowings shall be due and payable in immediately available funds on the same
business day on which the Lender must pay interest on the borrowings it made in order to
provide funds to the Borrower hereunder. The principal amount hereof shall be due and payable
hereunder at such times and in such amounts and in such installments hereunder as the Lender
must pay with respect to the borrowings it made in order to provide funds to the Borrower
hereunder. Lender has provided Borrower with a copy of the documentation evidencing the
borrowings made by Lender in order to provide funds to Borrower hereunder. In the absence of
manifest error, such documentation and the records maintained by Lender of the amount and
term, if any, of borrowings hereunder shall be deemed conclusive.

The occurrence of one or more of any of the following shall constitute an event of
default hereunder:

(a) Borrower shall fail to make any payment of principal and/or
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days aler the same shall become due and payable, whether at maturity or by
acceleration or otherwise,

(b) Borrower shall apply for or consent to the appointment of a
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or tile a voluntary petition in banlmlptcy or a petition or an answer seeldng
reorganization or an arrangement with creditors or to take advantage of any bankruptcy
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an answer admitting the material allegations of a petition tiled against it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the
foregoing, or

(c) Any order, judgment or decree shall be entered by any court of
competent jurisdiction, approving a petition seeking reorganization of Borrower or all or a
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator of
Borrower or any of its property, and such order, judgment or decree shall continue unstated and
in effect for any period of sixty (60) days

B-1



Upon the occurrence of any event of default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus dl other sums due and payable to Lender
hereunder shall, at the option of Lender, become due and payable immediately. In addition to
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concurrently, successively or otherwise any and all rights and remedies available to
Lender by law, equity, statute or odierwise.

Borrower hereby waivers presentment, demand, notice of nonpayment, protest,
notice of protest or other notice of dishonor in connection with any default in the payment of, or
any enforcement of the payment 012 all amounts due hereunder. To the extent permitted by law,
Borrower waives the right to any stay of execution and the benefit of dl exemption laws now or
hereafter in effect.

Following the occurrence of any event of default, Borrower will pay upon
demand all costs and expenses (including all amounts paid to attorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or Powers hereunder with respect to such event of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interest at the contract rate set forth herein from the date of such demand until paid in full. In
connection with and as part of the foregoing, in the event that this Note is placed in the hands of
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
attorneys' fees for the collection of the amount being claimed hereunder, as well as all costs,
disbursements and allowances provided by law.

If for any reason one or more of the provisions of this Note or their application to
any entity or circumstances shall be held to be invalid, illegal or unenforceable in any respect or
to any extent, such provisions shall nevertheless remain valid, legal and enforceable in all such
other respects and to such extent as may be permissible. In addition, any such invalidity
illegality or unenforceability shall not affect any other provisions of this Note, but this Note shall
be construed as if such invalid, illegal or unenforceable provision had never been contdned
herein

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words "Lender" and "Borrower
whenever 0cc ng herein shall be deemed and construed to include such respective successors
and assigns

This Promissory Note is one of the promissory notes referred to in the Financial
Services Agreement dated as of June 15, 2000 between Borrower and Lender to which reference
is made for a statement of additional rights and obligations of Lender and Borrower

B-2



IN WITNESS WHEREOF, Borrower has executed this Promissory Note the day
and year first written above.

Arizona-American Water Company

By:
Name an Title: van; F'r-Mfb-4' .,\§A¢»vL 4'l'/~=»1¢°"'*'
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PROMISSORY NOTE
FOR LONG-TERM BORROWINGS
5.62% Matur ity - December  21, 2018

$123,100,000 December 21, 2006

FOR VALUE RECEIVED, Arizona-American Water Company, an Arizona
corporation (herein "Borrower") hereby promises to pay to the order of American Water Capital
Corp., a Delaware corporation ("Lender"), in same day funds at its offices at 1025 Laurel Oak
Rd. Voorhees, NJ 08043 or such other place as Lender may from time to time designate, the
principal sum of One-Hundred Twenty Three Million One-Hundred Thousand dollars
($123,l00,000), together with interest thereon from the date hereof until paid in full, Interest
shall be charged on the unpaid outstanding principal balance hereof at a rate per annum equal to
the rate paid and to be paid by Lender with respect to the borrowings it made in order to provide
funds to Borrower hereunder. Interest on borrowings shall be due and payable in immediately
available funds on the same business day on which the Lender must pay interest on the
borrowings it made in order to provide funds to the Borrower hereunder. The principal amount
hereof shall be due and payable hereunder at such times and in such amounts and in such
installments hereunder as the Lender must pay with respect to the borrowings it made in order to
provide funds to the Borrower hereunder. Lender has provided Borrower with a copy of the
documentation evidencing the borrowings made by Lender in order to provide funds to Borrower
hereunder. In the absence of manifest error, such documentation and the records maintained by
Lender of the amount and term, if any, of borrowings hereunder shall be deemed conclusive.

The occurrence of one or more of any of the following shall constitute an event of
default hereunder:

(a) Borrower shall fail to make any payment of principal and/or
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days airer the same shall become due and payable, whether at maturity or by
acceleration or otherwise

(b) Borrower shall apply for or consent to the appointment of a
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay
its debts as they mature, make a genera] assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or file a voluntary petition in bankruptcy or a petition or an answer seeking
reorganization or an arrangement with creditors or to take advantage of any bankruptcy
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an answer admitting the material allegations of a petition filed against it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the
foregoing; or

(c) Any order, judgment or decree shall be entered by any court of
competent jurisdiction, approving a petition seeking reorganization of Borrower or all or a
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator of
Borrower or any of its property, and such order, judgment or decree shall continue unstated and
in effect for any period of sixty (60) days

B-1



Upon the occurrence of any event of default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all odder sums due and payable to Lender
hereunder shall, at the option of Lender, become due and payable immediately. In addition to
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concurrently, successively or otherwise any and all rights and remedies available to
Lender by law, equity, statute or otherwise.

Borrower hereby waivers presentment, demand, notice of nonpayment, protest,
notice of protest or other notice of dishonor in connection with any default in the payment of, or
any enforcement of the payment 0£ all amounts due hereunder. To the extent permitted by law,
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or
hereafter in effect,

Following the occurrence of any event of default, Borrower will pay upon
demand all come and expenses (including all amounts paid to attorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or wwemhereunder with respect to such event of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interest at the contract rate set forth herein from the date of such demand until paid in full. In
connection with and as part of the foregoing, in the event that this Note is placed in the hands of
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
attorneys' fees for the collection of the amount being claimed hereunder, as well as all costs,
disbursements and allowances provided by law,

If for any reason one or more of the provisions of this Note or their application to
any entity or circumstances shall be held to be 'invalid, illegal or unenforceable in any respect or
to any extent, such provisions shall nevertheless remain valid, legal and enforceable in all such
other respects and to such extent as may be permissible. In addition, any such invalidity,
illegality or unenforceability shall not affect any other provisions of this Note, but this Note shall
be construed as if such invalid, illegal or unenforceable provision had never been contained
herein,

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words "Lender" and "Borrower"
whenever occurring herein shall be deemed and construed to include such respective successors
and assigns.

This Promissory Note is one of the promissory notes referred to in the Financial
Services Agreement dated as of June 15, 2000 between Borrower and Lender to which reference
is made for a statement of additional rights and obligations of Lender and Borrower.

B-2



IN WITNESS WHEREOF, Borrower has executed this Promissory Note the day
and year fn'st written above.

Arizona-American Water Company

By: _ f' M
Name and Title: Via PA.m2l4~°t +T»~¢m¢ 4 T1g¢,;u/P/
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Selected Yields

Recent
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3 Months
Ago

(8/27/07)
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Ago

(9/28/DS)
Recent

(9/26/87)

3 Months
Ago

(6/27/07)

Year
Ago

(9/28/U6)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30~day CP (A1/P1)
3~month LIBOR

5.25
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7.75
4.83
5.20

6.25
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825
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5.36

6.25
5.25
B25
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5.37

5.84
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5.89
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6.14
5.29
6.27
5.44

5.66
5.86
5.82
5.42

Bank CDs
2.96
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3.93

3.11
3.73
3.95

3.37

392
4.08

6.09
6.13
6.31
6.49

8.09
6.21
6.36
6.53

5.54
5.70
5.74
5.18
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4.05
404
426
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2.35
4.89
490

4.77
4.94
4,97
497
5.08
270
5.19
5.15

4.86
5.00
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4.56
4.51
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4.71
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4.39
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4.00
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1-year
5-year
U.$. Treasury Securities
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10-year (inflation-protected)
30-year
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Mortgage-Backed Securities
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Treas u ry S e curity Yie ld Cu rve
TAX-EXEMPT

550%
Bond Buyer Indexes
20-Bond Index (GOs) 4.51
25-Bond Index (Revs) 4.76
General Obligation Bonds (GOs)

4.63
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4.23

4.77

5.00%

4.50%
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5-year Aaa
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3.73
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Federa l Reserve  Data

BANK RESERVES
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Change

Average Levels Over the Last...
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Recent Levels
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Change
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Surrebuttal Testimony of William A. Rigsby
Docket No. W-01303A-07-0209

1 INTRODUCTION

Please state your name, occupation, and business address

My name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W

Washington, Suite 220, Phoenix, Arizona 85007

Please state the purpose of your surrebuttal testimony

The purpose of my testimony is to respond to Arizona-American Water

Company lnc.'s ("Arizona-American" or "Company") rebuttal testimony on

RUCO's recommended rate of return on invested capital (which includes

RUCO's recommended capital structure, cost of debt and cost of common

equity) for the Company's Sun City Water District ("Sun City District")

Have you filed any prior testimony in this case on behalf of RUCO?

Yes, on October 15, 2007, I fi led direct testimony with the Arizona

Corporation Commission ("ACC" or "Commission"). My direct testimony

addressed the cost of capital issues that were raised in Arizona

American's application requesting a

("Application") based on a test year ended December 29, 2006

permanent rate increase

How is your surrebuttal testimony organized?

My surrebuttal testimony contains five parts: the introduction that I have

just presented; a summary of Arizona-American's rebuttal testimony, a
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1

2

section on capital structure, a section on the cost of debt, and, a section

on the cost of equity capital.

3

4 SUMMARY OF ARIZONA-AMERICAN'S REBUTTAL TESTIMONY

5

6

7

8

Have you reviewed Arizona-American's rebuttal testimony?

Yes. I have reviewed the rebuttal testimony, filed on November 30, 2007,

of Company witnesses Thomas M. Broderick. In addit ion to testifying on

t he  c ap i t a l  s t ruc t u re  and  c os t  o f  deb t  i s s ues  as s oc ia t ed  w i t h  t he

9

10

Company's rate case filing, Mr. Broderick has also assumed Mr. Joel M.

Reiker's responsibility for testifying on cost of equity issues.

11

12

13

14

15

16

17

Please summarize Mr. Broderick's rebuttal testimony.

Mr. Broderick's rebuttal testimony presents a revised capital structure and

a revised cost of debt. The Company has also adopted ACC Staff's 10.80

percent recommended cost of common equity over the 11.30 percent that

was originally proposed by the Company's cost of equity witness, Mr. Joel

m. Reiker. Mr.  Broder ick takes  issue w i th my recommended 10.02

18 percent cost of common equity and with the capital structure

recommendation of ACC Staff witness Steven p. Irvine.19

20

21

22

A.

Q.

A.

Q.

2
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1 Briefly summarize the positions of the parties to the case regarding capital

structure.2

3

4

5

6

7

8

9

10

11

12

As stated in Mr.  Broderick's rebuttal test imony, Arizona-American has

rev ised the or ig inal  Company-proposed capi ta l  s t ruc ture,  which was

comprised of 57.60 percent debt and 42.40 percent equity,  and is now

proposing a capital structure of  58.62 percent debt and 41.38 percent

equity. ACC Staff is recommending a capital structure comprised of 61 .50

percent debt and 38.5 percent equity. RUCO has revised i ts  or iginal

recommended capital  s t ructure comprised of  61.40 percent  debt  and

38.60 percent  equi ty to ref lec t  informat ion that  was contained in the

Company's  recent  response to an ACC data request . RUCO is  now

recommending a capital structure comprised of  57.7 percent debt and

13 42.3 percent equity.

14

15

16

What costs of debt are the parties to the case presently recommending?

The parties to the case are presently recommending the following costs of

debt:17

18 Arizona-American 5.50%

19 ACC Staff 5.50%

20 RUCO (revised) 5.50%

21

22

23

A.

Q.

A.

Q.

3
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1 What costs of common equity are the parties to the case presently

2

3

recommending?

The parties to the case are presently recommending the following costs of

4

5

common equity:

Arizona-American 10.80%

6 ACC Staff 10.80%

7 RUCO (revised) 9.89%

8

9 What weighted costs of capital are the parties to the case recommending?

10 presently recommending the following

11

The  pa r t ies  t o  t he  case  a re

weighted costs of capital:

Arizona-American12 7.69%

13 ACC Staff 7.60%

14 RUCO (revised) 7.36%

15

16

17

18

19

As can be seen above, there is presently a 33 basis point dif ference

between the Company-proposed 7.69 percent weighted cost of capital and

RUCO's recommended weighted cost of capital of 7.36 percent. RUCO

and Acc Staf f 's recommended weighted costs of  capital fail within 24

20 basis points of each other.

21

22

23

A.

Q.

A.

Q.

4
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1 CAPITAL STRUCTURE

Have you revised your recommended capital structure consisting of 61 .40

percent debt and 38.60 percent equity

Yes. As I stated earlier, I have revised my original capital structure and I

am presently recommending a capital structure comprised of 57.7 percent

debt and 42.3 percent equity

8 Why have you decided to revise your recommended capital structure?

The revised capital structure that I am now recommending reflects known

and measurable changes to the Company's capital structure that were

described in the Company's response to ACC Staff data request SPI 7.1

dated December 10, 2007 (Attachment D). RUCO's revised capital

structure reflects a recent restructuring of Company debt through the

issuance of new long-term promissory notes and an infusion of equity

capital

Has Arizona-American revised the original Company-proposed capital

structure?

Yes. As I stated above, Arizona-American has revised the original

Company-proposed capital structure, which was comprised of 57.60

percent debt and 42.40 percent equity. Mr. Broderick is proposing a

Q.

Authorized in Decision No. 68994, dated July 26, 2007 and Decision No. 69440, dated May 1
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1

2

3

4

5

capital structure of  58.62 percent debt and 41.38 percent equity in his

rebuttal test imony although it  should be pointed out that th is capital

structure recommendation was made prior to the revisions that were

contained in the Company's response to ACC Staff data request SPI 7.1,

upon which I relied on to develop my revised capital structure.

6

7

8

What are the differences between ACC Staff's recommended capital

structure and the capital structures recommended by RUCO and the

9

10

11

12

13

14

15

Company?

Mr. Irvine is recommending a capital structure comprised of 61 .50 percent

debt and 38.5 percent equity. The main dif ference between Mr. irvine's

recommended capital structure and the capital structures recommended

by RUCO and the Company is his decision to include $25,391,823 in

short-term debt (a point that Mr. Broderick takes issue with) of  which

$1,000,000 is zero-cost capital associated with Arizona-American's $3

16

17

18

millioN interconnection agreement with the City of Phoenix. Both RUCO

and the Company are recommending that the total $3 million associated

with the Phoenix interconnect ion agreement be treated as zero-cost

19 capital.

20

21

22

23

A.

Q.

6
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1 What is RUCO's position on the inclusion of short-term debt in capital

2 structures?

3

4

5

RUCO believes that the inclusion of short-term debt in a capital structure

should be cons idered on a case-by-case bas is  and should take in to

consideration the purpose of the short-term debt. For instance, if the

6

7

8

9

10

11

12

13

short-term debt represents a self-liquidating borrowing that will cease to

exist at the end of the test year then it is probably best not to include it as

permanent capital. On the other hand, if the short-term debt represents a

br idge loan,  used to f inance permanent  long-term assets  and wi l l  be

refinanced as part of permanent long-term debt, then it probably should be

included in the Company's capital structure. This position is consistent

with RUCO's recommendation in a pending case before the Commission

that  involves Ar izona-American's  request  for  a rate increase for  the

14

15

Company's Sun Cities (i.e Sun City and Sun City West) wastewater

operations.2

16

17

18

Are there any specif ic reasons why RUCO believes that short-term debt

should not be included in the capital structure in this case?

19 Yes. During the aforementioned rate case proceeding on the Sun Cit ies

20 wastewater operations, Mr. Broderick raised concerns on short-term debt

21 as it related to the Company's plans to finance a Central Arizona Project

2 Surrebuttal Testimony of RUCO witness William A. Rigsby, Docket No. WS-01303A-06-0491

A.

Q.

Q.

A.

7
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1

2 use of hook-up fees.

3

4

("CAP") Treatment facility, known as the White Tanks Plant, through the

During the White Tanks proceeding, i filed

testimony in support of the Company's request to increase existing hook-

up fees that are currently providing cost-free capital to finance the White

5 Tanks Plant  in  the Company's Agua Fria Distr ict . The Commission

6 eventually approved the Company's request to increase its existing hook-

7 up fees.

8

9

10

What was RUCO's view of the Company's argument regarding the

inclusion of short-term debt as it related to the White Tanks CAP treatment

11 facility?

12

13

14

15

16

17

18

19

20

21

During the Sun Cities wastewater proceeding, Mr. Broderick made some

compelling points in his testimony on the issue. At f irst blush it would

appear that any interim short-term debt issued by the Company to finance

the W hite Tanks plant would fa l l  in to the bridge loan example that l

provided earlier. However, in the specific case of the White Tanks Plant,

the short-term debt would be paid off by the eventual collection of hook-up

f e e s  wh ich  w i l l  b e  t re a t e d  a s  a  so u rce  o f  co s t - f re e  ca p i t a l  ( i . e .

contributions-in-aid-of-construction). Because of this situation, I believe

that any interim short-term debt that is directly associated with the White

Tanks Plant should not be included in the Company's capital structure.

22

3 Docket No. W-01303A-05-0718

A.

Q.

8
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In this particular case is the recognition of short-term debt in the capital

structure appropriate?

For the reasons stated above. l believe the inclusion of short-term debt in

the capital structure is inappropriate in this case

6 What recommendations does RUCO have if the Commission were to

adopt a capital structure that does not contain short-term debt?

As I recommended in the Sun Cities wastewater proceeding, a downward

financial risk adjustment should be made to the cost of common equity if

the Commission chooses to adopt a capital structure that has a higher

level of common equity

13 COST OF DEBT

Yes .

Have you made any changes to 5.37 percent cost of debt that you

recommended in your direct testimony

I have adopted the 5.50 percent cost of debt that is being

recommended by both the Company and ACC Staff. This decision was

based on the known and measurable changes that were contained in the

Company's response to ACC data request SPI 7.1

20

Q.
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1 Has Arizona-American revised the Company-proposed cost of debt?

2 Yes. In his rebuttal testimony, Mr. Broderick also revised the Company-

3

4

proposed cost of debt from 5.56 percent to 5.50 percent based on the new

debt issuances described earlier.

5

6 COST OF EQUITY CAPITAL

7 Has there been any recent activity in regard to interest rates?

8 Yes. On Tuesday, December 11, 2007, the Federal Reserve decided to

9

10

cut the federal funds rate by 25 basis points. As of this writing, the federal

funds rate now stands at 4.25 percent.

11

12

13

14 Yes.

15

16

17

18

Have you made any changes to the 10.02 percent cost of common equity

that you recommended in your direct testimony?

I have revised my or ig inal  10.02 percent cost  of  equi ty

recommendation downward to 9.89 percent (Page 3 of Surrebuttal

Schedule WAR-1). My revised cost of common equity figure of 9.89

percent contains my original 50 basis point financial risk adjustment and is

based on current information that was contained in The Value Line

19

20

Investment Survey ("Value Line") quarterly update on the Water Utility

Industry dated October 26, 2007 (Attachment's A and B contain the Value

i t

22

Line W ater and Natural  Gas information used in developing my

estimates). In addition, l have updated the four-week closing stock price

23 data and the earnings estimates provided by Zacks Investment Research

10

A.

Q.

A.

Q.

A.

Q.
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(Attachment C) that I use in my discounted cash flow ("DCF") model

analysis (Surrebuttal Schedules WAR-2 through Surrebuttal Schedule 6)

With regard to my capital asset pricing model ("CAPM") analysis, l have

updated the U.S. Treasury instrument yields that serve as a proxy for the

risk free rate of return (Surrebuttal Schedule WAR-7, Pages 1 and 2)

There have been no changes to the geometric and arithmetic means of

the returns on the S8&P 500 index, between 1926 and 2006, used in my

CAPM analysis. This information was obtained from Morningstar's SBBl

2007 Yearbook

Yes.

Has Arizona-American made any changes to the Company-proposed

11 .30 percent cost of equity capital?

As I noted earlier Mr. Broderick has accepted Mr. Irvine's

recommended cost of equity of 10.80 percent

Do you agree with Mr. Broderick's position that your cost of common

equity estimate is "incorrect" because you did not add your 50 basis point

financial risk adjustment to the midpoint of your range of common equity

estimates?

No I do not. There is nothing "incorrect" in the manner in which I derived

my cost of equity estimate. Furthermore, Mr. Broderick's position is

somewhat puzzling given the fact that my final cost of common equity

Formerly published by lbbotson Associates

11
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1 est imate was calculated in the exact same manner in which Mr.  Irv ine

2 est imated his f inal cost  of  equity the same cos t  o f  equi ty that  Mr .

3

4

5

6

7

8

9

10

Broderick has now adopted for Arizona-American. A comparison of page

3 of my Schedule WAR-1 with Mr. Arvin's Schedule SPI -2 will reveal that

both Mr. Irvine and myself arrived at our final cost of equity estimates by

adding our respective f inancial risk adjustments to a mean average (as

opposed to a midpoint) of the mean averages of the est imates derived

from both our DCF and CAPM results . Given these facts,  my cost  of

equity estimate is no more incorrect than the cost of equity estimate that

Mr. Broderick has proposed for the Company.

11

12 Please address Mr.  Broderick's posit ion that you fai led to quant ify the

upward 50 basis point  adjustment that  you made to your original DCF

15 A

result of 8.60 percent

The determination of the cost of capital, as Mr. Broderick contends, is not

a s imple mechanical calculat ion such as the Hamada method used by

ACC Staf f . The determinat ion involves judgment and analysis of  the

spec i f ic  c i rcumstances of  each indiv idual  case I  b e l i e v e  t h a t  m y

unchanged 50 basis point adjustment is more than reasonable given the

fact that I have adopted a lower level of debt in my recommended capital

s t ruc ture (which prov ides a good argument  for  a lower f inanc ial  r isk

adjustment). Furthermore, my CAPM est imates are perhaps generous

from the standpoint that my average 3.29 percent yield on a 91-day T-bill

Q.

12
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1

2

3

4

rate, used as the risk-free rate of return, is actually somewhat higher than

the yields of  longer-term 3-year Treasury instruments even though an

argument could be made that a longer-term 3-year Treasury yield would

be more appropriate.

5

6 Are there any other reasons why you believe that your 50 basis point

7

8

9

10

11

12

13

adjustment is reasonable?

Yes. My CAPM analyses may also be producing estimates that are higher

than what might be warranted based on recent studies that indicate that

the actual equity risk premium (i.e. the difference between the expected

total return on an equity index, such as the S&P 500, and the return on a

riskless asset, such as the yield on a 91-day T-Bill) used in the CAPM

model may be lower than the equi ty r isk premiums publ ished by

14 Morningstar.

15

16 So you believe that the factors that you have just described make up for

17 any shortfall that your 50 basis point adjustment doesn't take into

18 account?

19 Yes. I believe that each of the factors noted above have contributed to a

20

21

22

higher weighted cost of  common equity than what might actual ly be

warranted,  which wi l l  compensate the Company's investors for any

perceived additional financial risk.

23

A.

Q.

Q.

A.

13
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1

2

3

4

5

6

7

8

9

10

12

13

Do you believe that Southwest Water Company ("SWWC") should have

been excluded from your sample as Mr. Irvine has advocated?

No l do not. SWWC's unregulated revenues and earnings are derived

from activities that are closely related to the provision of regulated water

and wastewater services (i.e. equipment maintenance and repair, sewer

pipeline cleaning, billing and collection services, and state-certified water

and wastewater laboratory analysis on a contract basis) as opposed to

highly speculative activities that are totally unrelated to the water and

wastewater industry. For these reasons I saw no need to exclude SWWC

from my sample. in addition, I have also averaged the results of my

natural gas company proxy, which are somewhat higher than those for my

water company sample to arrive at my final cost of equity

recommendation. I have done that in this case even though I believe that

14

15

16

Ar izona-Amer ican,  wh ich  is  engaged in  t he  prov is ion  o f  water  and

wastewater serv ices,  has more in common with the companies in my

water sample than it does in the companies in my natural gas sample.

17

18 Are there any other reasons why you believe SWWC should not be

19

20

21

22

23

excluded from your sample?

Yes. SWWC, and for that matter each of the other utilit ies included in my

sample, are engaged in unregulated activities to some degree. Because it

is diff icult to obtain a sample comprised only of "pure play" util it ies, the

market-to-book ratio calculation that I have employed in my DCF model

14

A.

Q.

Q.

A.
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helps to eliminate the impact that those unregulated operating segments

would have on the market-to-book ratio of the utilities included in my

sample

Does your silence on any of the issues or positions addressed in the

rebuttal testimony of Mr. Broderick or the Company's other witnesses

constitute acceptance?

No. it does not

Does this conclude your surrebuttal testimony on Arizona-American?

Yes. it does

15
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Composite Statistics: Water Utility industry
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adopted a few years back, W e suspect that it is leaning
towards doing so and that the amendments may go into
ef fec t  by as  ear ly as  the end of  the year .  This  is  an
important.  development because it  would reduce earn-
ings  volat i l i t y  by  enac t ing  a weat her  nor mal izat ion
clause and further reduce any potential regulatory lag.

Water utility stocks, for the most part, have
enjoyed success in the past few months. Indeed,
some of the issues covered in our Survey have
appreciated handsomely since our July report,
boosted by strong earnings gains. West Coast pro-
viders, such as American States Water and Califor-
nia Water Services, fared somewhat better than
those operating elsewhere, thanks largely to more
favorable weather conditions.

Earnings comparisons will likely remain
healthy for most of the industry going forward,
thanks to an improving regulatory environment
and expansion into previously untapped markets,
namely military bases. Rampant acquisition activ-
ity ought to add another leg of growth to many of
the larger players in this space, too.

Nevertheless, the industry is not too appealing
an investment option at this time. Despite the
aforementioned share-price strength, none of the
stocks is ranked favorably for Timeliness or for 3~
to 5-year appreciation potential. In fact, we sus-
pect that many have gotten ahead of themselves,
due to the capital constraints that most will face
over the next few years. And the once alluring
dividend yield has fallen off a bit, too.

Rising Expenses

A More Fluent Regulatory Process

Costs have ballooned considerably in recent years and
are expected to remain high,  as  inf ras t ruc tures grow
older and require addit ional repairs and in many cases,
replacement. And the Environmental Protection Agency
is upping its regulations, given the heightened threat of
b ioter ror ism.  In al l ,  we es t imate that  in f ras t ruc ture
expenses will require hundreds of millions of dollars of
investment over the next  few decades.  Unfor tunately,
most utilit ies do not have the resources on hand to fund
these improvements. In fact, not one of the companies in
this Survey has  more than $15 mil l ion on hand.  The
s i t uat ion w i l l  l ik ely  f or c e many t o c ons ider  out s ide
f inanc ing in order  to keep up with the more s t r ingent
requirements. However it also has broadened the oppor-
tunit y for  those with the resources  to improve their
growth potent ial. Aqua America is  a pr ime example,
making dozens of acquisitions in recent years to increase
its customer base.

Investment  Advice

We advise most investors to look elsewhere for perfor-
mance. A perennial laggard in terms of Timeliness, the
industry, as a whole, continues to rank near the bottom
of the Value Line Industry groups. Its long-term appeal
is also poor, as the additional share and/or debt issu-
ances that we suspect are necessary to meet the capital
requirements mentioned above will likely dilute most of
the potential benefits that regulatory changes would
result in, Although the industry's income component
used to be a safe haven for income-oriented investors,
the payout ratios, in many cases, have tailed off, too
Having said that, we recommend that potential invest
tors carefully review the individual reports before may
in any financial commitments

Although one would th ink  that  water  usage levels
would not  vary much,  in t ruth,  they can vary great ly.
This because water utility companies are highly depen-
dent on weather conditions, as evidenced by the typical
spike in demand during the summer months. However,
Mother  Nature does not  always cooperate and heavy
rainfall can take a toll on companies '  bottom lines. To
help alleviate these circumstances, as well as maintain a
balance of power between utility providers and consum-
ers, state regulatory boards have been put in place. And
although these author it ies have histor ically s ided with
consumers,  the landscape has shif ted a bit  in recent
year s .  The Cal i f or n ia Pub l ic  U t i l i t ies  Commis s ion
(CPUC), the Golden State's regulatory body, is the best
example of this, doing a complete 180 degree turn since
governor Schwartzenegger's appointment. Rulings are
being returned more quickly and generally more favor
ably

But there may be even better days ahead, The CPUC
is contemplating whether or not to authorize some of the
proposals inc luded in the W ater Act ion Plan that  was

Andre J Costanza
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15,75

2.90

1.33

.91

3.91

16.64

17.05

27.7

1.47

2.4%

268.8

23.1
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2004

13.61

2.23

1.05

.89

5.03

15.01

16.75

23.2

1.23

3.5%

228.0

16.5

37.4%

47.7%

52.3%

480.4

554.2

5.2%

55%

6.6%

2005
14.06

2.64

1.32

.90

4.24

15.72

16.80

21.9

1.17

3 1 %

236.2

22.5

47.0%

50,4%

49.6%

532.5

713.2

5.4%

8.5%

8.5%

2007
17.45

3.30

1.65

.94

3.20

17.15

17.50
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30.0

41.0%
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47.5%

52.5%

585

780
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10.0%

10.0%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

9.15
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1.19
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1.81

1.15
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10.43

1.68
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1.75
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2.04
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.84

1291
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1.19
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2.20

1.28

.85

13.08
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1 .35
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1.34

.87
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.78

.88

2.77

8.39

2.31

B.85

1.90

9.95

2.43

10,07

2.19

1029

2.40

1101

2.58

11.24

3.11

11.48

4.30

11.82

3.03

12.74
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13.22

2.58

14.05

3.76

13.97

9.91 9.95 11.71 11.77 11.77 1333 13.44 13.44 1344 15,12 15,12 15.18 15.21

8.8

.56

7.0%

1 0 6

64

6.3%

13.4

,79

5.3%

12.8

.84

6.6%

11,6

.78

6.7%

12.6

.79

5.8%

14.5

.84

5.5%

15.5

.81

5.0%

17.1

.97

4.2%

15.9

1.03

4.2%

16.7

.86

3.9%

18.3

1.00

3.8%

31.9

1.82

3.5%

17.a0

3.65

1.80

.97

Revenues per sh

"Cash FloW" per sh

Earnings per sh A

Div 'd DecI'd perch Bl

19.50

3.65

2.15

1.12

3.25

17.80

Cap'I Spending per sh

Book Value per sh

3.50

20.25

18.00 Common She 0uts t 'g c 20.50

"Gs are
Llne
Ares

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

21.0

1,40

2.5%

320

34.0

Revenues ($miII)

Net Profit ($mill)

400

45.0

41.0%

Ni l

Income Tax Rate

AFUDC % to Net Profit

42.0%

Nil

48.0%

52.0%

Long~Term Deb! Ratio

Common Equity Ratio

50.0%

50.0%

615
B05

Total Capital ($milI)
Net Plant ($mill)

830

915

7.5%

10.5%

10.5%

Return on Trial Cap'l

Return on Shr. Equity

Return on Com Equity

7.0%

11.5%

11.5%

153,8

144

148.1

14.5

173.4

16.1

184.0

18.0

197.5

20.4

209.2

20.3

212.7

1 1 9

41.1% 40.9% 46.0% 45.7% 43.0% 38.9% 43.5%

43.0%

56.3%

43.6%

55.7%

51.0%

48.4%

475%

51.9%

54.9%

44.7%

52.0%

48.0%

520%

48.0%

268.4

383.6

277.1

414.8

328.2

449.6

371.1

509.1

447.6

539.8

444.4

553.3

442.3

5023

6.9%

9.2%

9.2%

7.0%

9.4%

9,44

65%

10.0%

10.1%

5 4 %

9.2%

9.3%

6.1%

10,1%

10.1%

6.5%

9.5%

9.5%

4.6%

5.6%

5.5%

CAPITAL STRUCTU RE as of 6/30/07
Total Debt $296.7 mill,  Due in 5 Yrs $20.0 mill.
LT Debt $267.6 mm. LT Interest $24.0 mill.
(LT interest earned; 3,3x: total interest
coverage: 3.1x) (48% of Cap'l)

Pfd Div 'd None.

Leases, Uncapitalized: None
Pension Assets-12/06 $64.3 mill.
Oblig. $86.1 mm.
Pfd Stock None.

Common Stock 17,113,878 she,
MARKET CAP: $725 million (Small Cap)

zoos 61301072005

13.0
1 3 3

1.4
41 .2
68 .9

19 .7
27 .6
30 .3

77 .6

4 1 3 %

5.3
15.7

1 .7
47 .5
70.2
25 .0
29 .1
29 .8
83.9

3 3 0 %

3.2
14,8

1 .6
44 .8
64 .4

24 .0
32.6
29 .3
85.9

2 6 8 %

CURRENT POSITION
(SMILL)

Cash Asse ts
Receivab\es
Inv ento ry  (Av g Cs t )
Othe r
Current  Asse ts

Acc ts  Payable
De bt  Due
Othe r
Current  L iab.

F ix.  Chg.  Cov .

Pas t
10 Yrs.

3 . 0 %
4 . 0 %
1.5%
1.0%
4 . 0 %

Est'd '04-'0G
m '10-'12

4 . 0 %
6. 0%
9.5%
3.5%
6.0%

Pas t
Yrs.
2 . 5 %
2 . 0 %
-0.5%
1.0%
4 . 5 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div idends
Bo o k Va lue

C a l-
e nd a r

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

59.3

60.5

63.0

79.2

82.0

59.0

68.1

75.0

82.5

86.0

53.0

57.8

66.3

71.0

75.0

46.7

49.8

64.3

72.3

77.0

228.0

236.2

2 5 8 5

305

320

Cal-
endar

EARNINGS PER SHARE A

Mar.31  Jun.  30  Sep.  30  Dec .  31
Full
Year

2004

2005

2006

2001

2008

.15

.29

.30

.38

.4 1

.52

.47

.32

.54

.57

.08

.22

.35

.31

. 3 7

.30

.34

.36

.42

.45

1 .05

1.32

1.33

1.65

1.80

C a l-
e n d a r

QUARTERLY DIVIDENDS PAID 51

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.221

.225

.225

.235

.221

.221

.225

.225

.235

.221

.221

.225

.225

.235

.221

.221

.225

.225

.235

.88

89

.90

.91

1.8%

80%

2.1%

78%

2.9%

72%

3.0%

88%

3.8%

65%

3.3%

65%

NMF

113%

1.0%

84%

2 3 %

67%

2.7%

67%

4.5%

55%

5.0%

51%

Retained to Com Et

All Div'ds to Net Prof

5.5%

51%

ere  in the  c i ty  o f  Big Bear Lake  and in a reas  o f  San Bernardino

County .  Acquired Chaparra l  Ci ty Water of Arizona (10100). Has

roughly 555 employees. Off icers & directors own 3.1% of common

stock (4107 Proxy). Chairman: Lloyd Ross. President 8. CEO: Floyd

W icks. Incorporated: CA. Adar.:  630 East Foothi ll Boulevard, San

Dimers, CA 91773. Tele.: 909-394-3600. Web: www.aswaler.com.

BUSINESS: Amer i c an Sta tes  W ate r  Co .  ope ra tes  as  a  ho lding

company .  Through i ts  pr inc ipa l subs idia ry ,  Go lden Sta te  W ater

Company, i t  supplies water to more than 250,000 customers in 75

c ommuni t i es  i n 10  c ount i es .  Se rv i c e  a reas  i nc lude  the  grea te r

metropoli tan areas of Los Angeles and Orange Counties. The com-

pany also provides electric uti li ty services to nearly 23,250 custom-

t o  t h e  n o n  r e g u l a t e d s e c t o r .  D e s p i t e  t h e
p o t e n t i a l  i m p r o v e m e n t s  m e n t i o n e d  a b o v e ,
A m e r i c a n  i s  s t i l l  a t  t h e  m e r c y  o f  r e g u -
l a t o r y  a u t h o r i t i e s .  A s  a  r e s u l t ,  i t  h a s  b e e n
t a r g e t i n g  m i l i t a r y  b a s e s  a s  a  w a y  t o  l i m i t
i t s  d e p e n d e n c e  o n  s t a t e  r e g u l a t o r s .  A n d  i t
i s  h a v i n g  s o m e  s u c c e s s .  A m e r i c a n  h a s  i n -
k e d  t w o  s i g n i f i c a n t  d e a l s  w i t h  m i l i t a r y
b a s e s  s i n c e  o u r  l a s t  r e p o r t .  T h e  f i r s t  i s  a
5 0 - y e a r  d e a l ,  t o t a l i n g  $ 1 4 3  m i l l i o n ,  t o  o p -
e r a t e a n d m a i n t a i n t h e w a t e r a n d
w a s t e w a t e r  s y s t e m s a t  F o r t  J a c k s o n ,
S o u t h  C a r o l i n a .  T h e  s e c o n d  i s  a  5 0 - y e a r
a g r e e m e n t  t o  d o  t h e  s a m e  a t  F o r t  B r a g g ,
N o r t h  C a r o l i n a .  T h e  l a t t e r  d e a l  i s  w o r t h
$ 5 7 5  m i l l i o n  a n d  w i l l  i n c l u d e  p e r i o d i c
p r i c e  r e d e t e r m i n a t i o n  a d j u s t m e n t s  a n d
m o d i f i c a t i o n s f o r c h a n g e s i n c i r c u m -
s t a n c e s .  W e  v i e w  t h e  f o r a y  i n t o  m i l i t a r y
b a s e s  a s  a  g o o d  mo ve .
N e v e r t h e l e s s ,  t h e  s t o c k  l a c k s  i n v e s t -
m e n t  a p p e a l . T h e  s h a r e  p r i c e  h a s  a p p r e -
c i a t e d  l a %  s i n c e  o u r  J u l y  r e v i e w  a n d  f a c -
t o r s  i n  t h e  b u l k  o f  t h e  g a i n s  w e  e xp e c t  o u t
t o  l a t e  d e c a d e ,  I n c o m e - m i n d e d  i n v e s t o r s
h a v e  b e t t e r  o p t i o n s ,  a l s o ,  g i v e n  t h e  c a p i t a l
c o n s t r a i n t s  w e  s u s p e c t  t h e  c o m p a n y  f a c e s .
A n d r e  J  C o s t a n z a O c t o b e r  2 6 ,  2 0 0 7

A m e r i c a n  S t a t e s  W a t e r  b e n e f i t e d  f r o m
f a v o r a b l e w e a t h e r i n t h e s e c o n d
q u a r t e r . I n d e e d ,  w a r m  a n d  d r y  C o n d i
s o n s ,  p a r t i c u l a r l y  i n  C a l i f o r n i a ,  w h e r e  t h e
w a t e r  u t i l i t y  d o e s  m o s t  o f  i t s  b u s i n e s s ,  r e -
s u l t e d  i n  h i g h e r  u s a g e  r a t e s  a n d  2 6 %  h i g h -
e r  r e v e n u e s .  A s  a  r e s u l t ,  t h e  c o m p a n y
p o s t e d  1 7 %  s h a r e - n e t  i m p r o v e m e n t .
A b e t t e r  r e g u l a t o r y  e n v i r o n m e n t  w i l l
l i k e l y  b e  t h e  c a t a l y s t  h e a d i n g  f o r -
w a r d , t h o u g h . A l l  u t i l i t i e s  a r e  d e p e n d e n t
o n  g o v e r n m e n t  a d m i n i s t r a t o r s  a n d  t h e i r
r u l i n g s ,  a n d  A m e r i c a n  i s  n o  d i f f e r e n t ,  A l -
t h o u g h  t h e  C a l i f o r n i a  P u b l i c  U t i l i t i e s
C o m m i s s i o n  ( C P U C ) ,  t h e  G o l d e n  S t a t e ' s
a d v i s o r y  b o a r d ,  h a s  b e e n  f a r  m o r e  c o n -
s t r u c t i v e  s i n c e  G o v e r n o r  S c h w a r z e n e g g e r
t o o k  o v e r  i n  l a t e  2 0 0 3 ,  w e  t h i n k  t h a t
t h i n g s  m a y  g e t  e v e n  b e t t e r .  T h e  C P U C  i s
c u r r e n t l y  c o n s i d e r i n g  a u t h o r i z i n g  s o m e  o f
t h e  p r o p o s a l s  i n c l u d e d  i n  t h e  W a t e r  A c t i o n
P l a n  o f  2 0 0 5 ,  w h i c h  w o u l d  s t r e a m l i n e  t h e
d e c i s i o n - m a k i n g  p r o c e s s  a n d  p e r h a p s  e v e n
e f f e c t i n g  a  w e a t h e r  n o r m a l i z a t i o n  c l a u s e .
W e  c u r r e n t l y  l o o k  f o r  e a r n i n g s  g r o w t h  o f
2 4 %  t h i s  y e a r  a n d  9 %  i n  2 0 0 8 .
S t i l l ,  t h e  c o m p a n y  h a s  b e e n  a g g r e s -
s i v e l y  l o o k i n g  t o  i n c r e a s e  i t s e x p o s u r e

Target Price Range

(A)  Pr imary  earnings  Exc ludes  nonrecurr ing
gains: '91,  73¢, '92, 13¢, '04, 14¢, '05,  25¢
06, 6¢. Nexrt earnings report due early Novem
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of it may be reproduced, resold, stored or uansmMW in any printed, electronic or other form, or used for generating or marketing any primed or electronic publication, service nr product
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11.1B

1.98

1.21

.90

12.29

1.92

109

.93

13.34

2.25

1,35

Se

12.59

2.02

1.22

.99

13.17

2.07

1.17

1.02

14.48

2.50

1.51

1.04

15.48

2.92

1.83

1.06

14.76

2.60

1 4 5

1.07

15.96

2.75

1.53

1.09

16.16

2.52

1.31

1.10

17.33

2,55

1.25

1.12

1s.2s

2.20

.94

1.12

16.37

2.51

1.21

1.12

17.18

2.83

1.46

1.13

1744

3.03

1.47

1.14

16.20

2,71

1.34

1.15

3.03

10.35

3 0 9

10.51

2.53

10.90

2.26

11.56

2.17

11,72

2.83

12.22

2.61

13.00

2.74

13.38

3.44

13.43

2.45

12.90

4.09

12.95

5.82

13.12

4.39

14.44

3.73

15.68

5.14

15.79

5.05

18.15

11.38 11.38 11.38 1249 12.54 12.62 12.62 12.62 12.94 15.15 15.18 15.18 16.93 18.37 18.39 20.65

11.2

.72

6.6%

14.1

.86

6.1%

13.6

.80

5.2%

1 4 1

.92

5.8%

13.7

.92

6.4%

11.9

.75

5.8%

12.6

.73

4.6%

17.8

.93

4.2%

1 7 8

1.01

4.0%

19.6

1,27

4.3%

27.1

1.39

4.4%

19.8

1.08

4.5%

22.1

1.26

4.2%

20.1

1.06

3.9%

24.9

1.33

3.1%

29,2

1.58

2.9%

2007
17.60

3.20

1.55

1.16

4.35

19.05

21.00

Bold fig
Value
erin

370

33.0

41.0%

Ni l

44.5%

55.0%

730

1000

6.0%

8.5%

a.5%

18.60

3.45

1.75

1.17

Revenues per sh

"Cash Flow" per sh

Eamings per sh A

Div'd DecI'd per sh e l

21.30

3.90

2.15

1.20

4.50

19.55

Cap'l Spending per sh

Book Value per sh c

4.35

21.30

21.50 Common She Outst'g D 23.00

res are

Line

Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

21.0

1.40

2.7%

395

38.0

Revenues ($miII)

Net Profit ($mill)

4.90

50.0

41.0%

Nil

Income Tax Rate

AFUDC % to Net Profit

41.0%

Nil

46.5%

53.0%

Long-Term Debt Ratio

Common Equity Ratio

48.5%

51.0%

790

1060

Total Capital ($mill)

Net Plant ($mill)

965

1240

5.0%

9.0%

9.0%

Return on Total Cap'l

Return on Shi. Equi ty

Return on Com Equi ty

7.0%

10.0%

10.0%

195.3

23.3

1B6.3

18.4

206.4

19.9

244.8

20.0

246.8

14.4

263.2

19.1

277.1

19.4

315.6

26.0

320.7

27.2

334.7

25.6

374% 36,4% 37.9% 42.3% 39.4% 39.7% 39.9%

10.3%

39.6%

3.2%

424%

3.3%

37.4%

10.6%

454%

53.5%

44.2%

54.7%

46.9%

52.0%

48.9%

502%

503%

48.8%

55.3%

44.0%

50.2%

494%

485%

50.8%

48.3%

51.1%

43.5%

55.9%

306.7

460.4

308.6

478.3

333.8

5154

3888

582.0

402.7

624.3

453.1

597.0

498.4

759.5

5659

800.3

558.1

852.7

670.1

9415

9.4%

13.9%

14.1%

7.8%

10.7%

10.8%

7,B%

11.2%

11.4%

6.8%

10.0%

10.1%

5.3%

7.2%

7.2%

5.9%

9.4%

9.5%

5.6%

7.8%

7.9%

6.1%

8.9%

9.0%

6.3%

9.3%

9 3 %

5.2%

6.8%

6.8%

CAPITAL STRUCTURE as of 6/30/07
Total Debt $293.1 mill.  Due in 5 Yrs $12.0 mill,
LT Debi $291.3 mm. LT Interest $21 .o mill.

(LT interest earned: 3.7x, total inf. coy.: 3.6x)

Pension Assets-12/06 $78.4 milL
Oblong.$109.1 mill.

Pfd Stock $3.5 mm. Pfd Div 'd $.15 mm.
139,000 shares, 4.4% cumulative ($25 par).

Common Stock 20,666,469 she.
as of 8/1/07
MARKET CAP: $B50 million (Small Cap)

2005 6/30/072005

60.3
49.3

109.5
33.1

1.B
35.3
70.2

317%

29.8
50.3
80,1
38.0
1.8

32.5
72.3

380%

9.5
42.7
52.2
36.1

1.1
39.6
76.8

361%

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

Pas t Est 'd '04-'05
Yrs. to '10-'12
1.0'V 4 .0%
3 . 0 % 5 . 5 %
2 . 5 % 7.0%

,5 A 1.0%
5 . 0 % 4 . 5 %

Pa s !
1l:IYrs.

2 . 5 %
2 . 5 %
1.0%
1.0%
3.5  / ,

ANNUAL RATES
of change (per sh)
Rev enues
"Ca s h F lo w"
E a mi ngs
Div idends
Book Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.3D Dec.31

Full
Year

2004

2005

200s

2001

2008

88.9

81.5

81.1

95.8

69.4

77.8

80.6

85.0

92.0

97.1

101.1

107.8

117.6

126

60.2

60.3

65.2

71.6

76.0 101

315.6

320.7

334.7

370

395

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un.3 0  Se p.3 0 De¢:.31
F ul l
Year

2004

2005

2005

2007

2008

.59

.71

.68

.76

.82

.59

.41

.31

.37

.45

.OB

.03

.04

.07

.10

.20

.32

.31

.35

.38

1.46

1.47

1.34

1.55

1.75

Cal-
endar

QUARTERLY DIVIDENDS PAID B l

Mar.31 Jun,30 SeD.30 Dec.31
Full
Year

2003

2004

2005

goos

2007

,281

.283

.285

.2875

.281

.283

.285

.2875

.290

.281

283

.285

.2875

.290

.281

.283

.285

.2875

.290

1.12

1.13

1.14

1.15

6.0%

58%

2.8%

74%

3.5%

70%

1.8%

82%

NMF

119%

1.0%

90%

.7%

91%

2.1%

77%

2.1%

78%

1.0%

86%

2.0%

74%

3.5%

66%

Retained to Com Eq

All Div'ds to Net Prof

4.5%

55%

Corp. (t1l00). Revenue breakdown, '06: residential, 70%, business,
18%, public authorities, 5%, industrial, 5%, other, 2%. '06 reported
depress. rate: 33%. Has roughly 870 employees. Chairman; Robert
W. Foy, President & CEO: Peter C. Nelson. Inc.: Delaware. Ad~
dress: 1720 North First Street, San Jose, California 95112-4598.
Telephone: 408 367 8200. Internet: vwrw.calwater.com.

BUSINESS: California Water Service Group provides regulated and
nonregulated water service to over 2 million people (483,900 cus-
tomers) in 83 communities in California, Washington, New Mexico,
and Hawai i .  Ma in service  areas : San Franc isco  Bay area,
Sacramento Valley, Salinas Valley, San Joaquin Valley & parts of
Los Angeles. Acquired National Utility Company (5/04)' Rio Grande

in a weather normalization clause. That
said, we currently look for earnings
growth of 15%-plus this year.
Capital requirements pose a problem,
though. Infrastructure costs have climbed
considerably since the start of the decade
and are likely to remain high for the
foreseeable future, given the infrastruc-
ture repairs and more stringent EPA re-
quirements that have arose. However, Cal-
ifornia is in no shape to meet these chal-
lenges on its own, with less than $30 mil-
lion in cash on the balance sheet at the
end of the most recent quarter. As such,
CWT will probably have to issue more
shares and/or debt in order to foot the bill.
We look for increased interest expense and
a higher share count to slow earnings
growth a bit in 2008.
Investors have better options else-
where. California shares have appreci-
ated 13% since our July report and are
now trading well within our 2010-2012
Target Price Range. Meanwhile, the in-
crease in share price, coupled with the
capital constraints we envision, limit this
issue's dividend yield.
Andre J Costanza October 26, 2007

California Water Service Group is
doing well. The water utility provider
reported earnings of $0.37 a share in the
second quarter, 19% better than last year.
Revenues increased 18%, to $96 million
thanks to favorable weather conditions
and higher usage rates. Earnings com-
parisons would have been even better if
not for higher water production and
maintenance costs.
Possible changes to the regulatory
process augur well for the company
going forward. California Water files
general rate cases to recover nonopera-
tional costs for eight districts every year,
making it dependent on the California
Public Utilities Commission (CPUC),
which is in charge of keeping a balance be
tween consumers and utility companies
operating in the Golden State. However,
the board has ruled that the company can
now file one GRC for the entire company
every three years beginning in 2009,
which should help to reduce potential reg-
ulatory lag. Authorization of other parts of
the Water Action Plan would further
streamline the filing process and possibly
even reduce earnings volatility by invok-

4

33.B
20.8

Target Price Range
2010 2012

I

80

60
50
40

30
25
20

15

10

- 7 . 5

-

m IHII
' ID-1 2

(A) Basic EPS, Excl. nonrecurring gain (loss)
00, (7¢), '01, 4¢, 02, 8¢. Next earnings report
due early November

(B) Dividends historically paid in mid-Feb
May, Aug., and Nov l Div'd reinvestment plan
available

C) Incl. deferred charges. In 'OSI $69.5 mill
3.35lsh

(D) In millions, adjusted for split

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B++

© 2007, Value Line Publishing, Inc. All rigFhls resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind
THE PUBLISHER is NOT RE PONSIBLE OR ANY ERRORS OR OMISSlONS HEREIN This publication is strictly for subscriber's own, non-commercial, internal use. No pan
of it may be reproduced, resold. stored or transmitted in any printed, electronic or other lam, or used lot generating of marketing any primed or electronic publication, service or product
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SOUTHWESTWATERNDQ-SWG 12.64
RECENT
PRICE

PIE
RATIO 2g_4(H§3Egg§

30.8
21.01'§&L'$l{%'?» 1.60

DIV D
YLD 2 . 1 %

VALUE
LINE

9.2
3.6

8.3
5.1

12.4
7.6

10.2
69

11.2
8.1

14,3
10.3

15.2
9.0

19.1
10.8

16.4
12.1

3
TIMELINESS 3 Raised Bl31l07

SAF EW NeW10128/05

TECHNICAL 4 Luwered tUl26I0ll

BEtA 90 (1.00 Market)

2010-12 PROJECT 0N'fT I
' pa

Price Gain NRnetu?n
High 18 (+40% 10%
Low 12 (-5% 1%
In s id e r  De c is io n s

D J F M A M J J A
0 0 0 1 0 1 0 0 0
0 0 1 2 1 2 0 0 1
1 1 1 1 1 2 1 1 2

in Buy
Options
to Sell

In s t i t u t io n a l  De c is io n s
492906 102907 2az001

to Buy 4 0 34 33
t4>Sell 16 25 2 9
Hld's(00l) 10780 11936 12590

High :
Low:

3,7
2.0

5.0
2.6

A -for-3
ll

L
f  . ; 1 8 .Hr . | 111111 lull1 'IH I

3-It
L

r-4
-Wf ill,. ,M H++»*** *1T11*"'

2011

Relative rice Strength

4-lor-3 spill 1104
No

L E G E N D S
2.50 x Dividendss? sh
divided lntefe Rake

&fm~5 split 12/96
5-fof-4 split 10I9B
3.:0t-2 sph.t 10/99
5-lor-4 sp1.n 1/01

Oglicnsz . . .
haded area Indicates recession

I
.

I
11

l'

1 yr.
3 yr.
tyr.

% Tot RETURN 9/07
VL AR1nI.

INDEX
15.7
50.1

157 .0

mis
srocx

5.1
13,7
41 .6

| .. it.:
.11111 ,II

.w-» . l

4; I l `III

I
. i l l

15 `
10
5

Percent
shares
traded

w .I
II
III!

II
.H
.IIIIIII

I
ill

ll llI .av I I

IIIIII 11111 II ll lIIIIII Hn" I Is II

I

I I Ill I II
2007 2008 o VALUE UNE PUB., INC 0 - 1 2

i n
.as
.40
.24

1.40

1.10

.so

.2s

Revenues per sh

"Cash Flw/' per sh

Eamlngs per sh A

Div'd Ded'd per sh B

11.00

1.40

.70

.34

1.90

7.60

1.95
M5

Cap'I spending per sh

Book Value per sh °
2.05

10.50

25.00 26.00 Common SM Outsfg c 30.00

n u  n g
Value
cstln

-s an
Um
n u

Avg Ann'l PIE Ratio

Rdnlve PIE Ratio

Avg Ann'I Div'd yi¢la

21.0

1.40

z 3 %

220

10.0

245
11.0

Revenues (Small)
Mn mm (Small)

330

22.0

36.0%

11.5%

: a u x

12.0%

Income Tax Rate

AFUDC % RD nu Prost

35.5%

12.5%

44.0%

55.0%

4¢o%
six

Long-Term Debt Ratio

Common Equity Rllio

43.5%

56.5%

340

so

4.0%

a w

510

5.0%

Tota l Cipihl ($miul

Net Plant ($miII)

Recur on Total Cap'l

560

750

5.0%

5.0%

6.0%

6.0%

s.o%

Rel um on Shr. EquNy

Recur on Com Equity

7.0%

7.0%

1 9 9 1 1992 1993 1994 1995 199s 1997 1998 1999 2000 2001 2002 2003
3.34

2 8

.oz

. l a

3.77

.44

.19

.18

4.03

.38

.08

.14

4.20

.38

.09

.08

4.a4

.44

.12

.08

5.31

.46

.15

.09

5.61

.53

.21

.09

5.63

.59

.25

.10

6.15

.as

.31

.11

1.49

.76

.38

.13

9.12

.as

.39

.15

8.15

.87

.42

.14

10.70

.91

.44

.16

.39

2.41

.42

2.42

.60

2.31

.72

2.31

.BE

2.45

.95

2.40

.74

2.52

.79

2.10

.53

3.05

.as

3.44

1.7B

4.21

1.06

3.84

1.14

4.90

11.60 11.a0 11.97 12.13 11.74 12.45 12.65 12.83 13.12 13.99 14.17 14.35 16.17

NMF

NMF

5.5%

14.5

.ea

6.6%

35.8

2.11

4.7%

22.3

1.46

4.2%

14.6

.98

4.7%

16.5

1.0a

3.4%

15.9

.97

2.7%

17.2

.BE

2.3%

19.6

1.12

1.8%

17.0

1.11

2.0%

19.B

1.01

1.7%

24.8

1.35

1.5%

21.2

1.21

1.7%

2004 2005
9.23

.67

.23

.18

9.10

.78

.34

.20

1.25

6.17

1.66

6.49

20.36 22.33

51.5

2.73

1.5%

35.5

1.89

1.6%

188.0

4.5

203.2

7.3

36.1%

11.0%

35.0%

9.5%

47.9%

52.0%

44.7%

55.1%

242.0

302.6

3.1%

262.9

344.8

4.1%

3.6%

3.6%

5.0%

5.0%

2006
9.42

.as

.40

.21

1.a7

6.98

2a.a0

34.8

1.88

1.5%

224.2

9.3

35.0%

12.5%

43.5%

56.3°/u

295.2

389.6

4.5%

5.6%

5.6%

11.0

2.6

12.2

3.4

80.9

4.2

104.1

5.4

115.5

6.2

130.8

6.0

173.0

7.2

41.6% 39.5'/» 39.0% 37.0% 35.0

14.4%

34.9"/»
3.2%

35.9%

47.9%

51.3%

48.7%

50.5%

45.2%

54.1%

48.8%

50.7%

51.4%

48.2%

56.7%

42.9%

47.9%

51.B%

62.2

102.1

6.8%

sa.s

109.2

7.1%

73.9

113.7

7.6%

95.0

157.8

7.6%

142.8

203.9

5.8%

113.0

111.1

1.6%

152.8

219.5

6.2%

B.0%

8.1%

9.5%

9.6%

10.3%

10.4%

11.1%

11.1%

11.4%

11.4%

9.7%

9.7%

9.0%

9.1%

CAPITAL STRUCTURE as M srao/01
Total Debt $145.1 mill. Due In s Yrs $60.0 mill.
LT Debi $143.6 mill. LT Interest ss.4 Mill.

(Total interest coverage: 2.7x) (46% of Cap'I)

Leases. Uncapitalizedz Annual venlals $6.7 mill.
Pension Liability None

Pad Stock s.45a mil. Pfd Dlv 'd s.012 mill.
Common Stock24,174,120 she.
as M lI3 ill7

MARKET CAP: Sm million (Small CUP)

zoos zoos 6/30/07

3 . 0
2 6 . 5

4 . 3
21 .5

2 .9
29 .4

CURRENT POSITION
($u1LL)

Cash Assets
Receivables
Inventory (Avg Cst)
Other
Curran! Assets

Anus Payable
Debt Due
Other
Current Liab.

1 6 . 5
4 8 . 3

1 2 . 7
1 .4

21 .7
35 .8

13 .5
45 .8

9.1
1 .5

21 .5

32 .1

18 .2
47 .7

1 0 . 0
9 . 5

21 .1
4 0 . 6

El\ 'd  '04- '05
to '1 Il-'12

3. 0%
1 0 . 5 %
1 4 . 0 %

9 . 5 %
8 . 0 %

Past
s Yrs.

5 . 0 %
0 . 5 %

- 2 . 5 %
9 . 0 %

1 3 . 5 %

Past
lo Yrs.

7 . 0 %
6 . 0 %

1 0 . 5 %
9 . 0 %

1 0 . 5 %

ANNUAL RATES
d :hangs (Pu sh)
Rev enues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (8 mill.)

Ma r . 3 1  J u n . 3 0  Se p . 3 0  De c . 3 1
Full
Year

20o4

zoos

2o0s

2001

2008

45.1

51.3

55.4

55.0

61.0

47.5

52.0

57.9

56.9

65.0

39.8

45.2

50.8

48.1

57.0

55.0

54 .1

60.1

60.0

62.0

188.0

203.2

224.2

220

245

Cll-
mdar

EARNINGS PER SHARE A

Ma r . 3 1  J u n . 3 0  Se p . 3 0  De c . 3 1
Full
Year

2o04

2005

2005

2oo1

20os

.11

.14

.16

.15

. l a

.13

.15

.ca

.09

.15

d.01

.03

.03

.a s

d.01

.06

.13

.13

. 1 1

. za

.34

.40

.40

.50

Cal-
endar

QUARTERLY DMDENDS PAID l

Mar.31  Jun.30  Sep.30 Dec.31
Full
Year

2003

2004

2005

200s

2001

.044

.048

.052

.058

.04

.044

.04a

.052

.058

.04

.044

.048

.052

. I s a

.04

.044

.048

.052

.058

.16

.18

.20

.21

4.5%

45%

6.0%

38%

7.0%

33%

7.8%

31%

`I.8°/»

32%

6.3%

36%

5.8%

36%

.8%

78%

2.1%

5B%

2.6%

54%

2.0%

51%

3.0%

51%

Rnialned to Com Et

All Div'dS to Nd Prof

1 5 %

54%

publi c  wa te r  ut i l i t i es  i n Ca li tomie .  New Mexic o ,  Oklahoma.  and

Te xa s .  Se rv i c e s  do e s  mo s t ly  ma i nte na nc e  wo rk o n a  c o nt ra c t

bas is .  Of f .  & Di r .  own 6 .3% o f  co in.  she . ,  Ste in Roe Inves tment

Counci l , 9.7% (4107 proxy). CEO and Chairman: Mark Swatek. Inc.:

DE. Addr.: One VWlshire Building, 624 s. Grand Ave. Ste. 2900, Los

Angeles, CA 90017. Tel.: 213-929-1800. Internet: .swwc.oom.

BUSINESS: Southwest W ater Company provides a broad range of

serv ices  induc ing water  produc t ion,  t rea tment  and dis t r ibut ion,

wastewater collec t ion and treatment;  ut i li ty  bi lling and collec t ion;

ut i li ty  inf ras truc ture cons truc t ion management;  and public  works

serv ices. I t  operates out d two groups, Ut i li ty  (CB/» d 2006 reve-
nues) and Services (62%). Uti li ty owns and manages rate-regulated

Earnings over the next few years will
be helped by recent acquisitions. A
few months ago, it purchased Diamond
Water Company, which provides water
services to more than 7,500 residents near
San Antonio. This purchase helped SWWC
expand its market reach and customer
base. In sum, the acquisition of Diamond
Water, combined with cost savings from
its restructuring initiatives, will likely
lead to share net of $0.50 in 2008, 25%
better than our estimate for this year.
The company continues to seek more
purchases. Although it has already com-
pleted a few purchases this ear, we be-
lieve it remains committed to bolstering its
market reach to new areas of the U.S. In
our view, it could afford to make a couple
more small acquisitions this year.
These neutrally ranked shares are not
particularly attractive at this time.
Poor results at the Services Group will
likely lead to flat share earnings this year.
Also. although Southwest possesses solid
long-term growth prospects, it is already
tea in within our projected Target Price
Range for the 2010-2012 period.
Jan Cendler October 26, ZOO7

We have lowered our 2007 share-net
estimate for Southwest Water by a
nickel. The decrease mostly stems ram
the company's June period financial re-
sults. For the quarter, due to weak reve-
nues from the Services Group division,
share earnings came in at just $0.09. a few
pennies below our estimate and flat when
compared to the year-earlier figure. For
the recently-completed September interim,
we expect that the Services Group's strug-
gles persisted because the weak housing
market probably continued to limit con
struction and repair opportunities. All
told, for the year, we now estimate that
Southwest will post share earnings of
$0.40, the same as 2006's tally. However.
The situation should improve in 2008.
By then, we believe that the company's
restructuring initiative will likely be com-
pleted. Management is currently introduc-
ing a new integrated operating system,
which should re acc expenses. Also. it has
renegotiated some lower-margin contracts
and replaced some of its war force. These
various actions will likely help widen the
operating margin by 50 to 100 basis points
next year. In addition,

April, July, and Odcher.
(C) In millions, adjusted for splits.
(D) Induces intangibles. In 2006: $36.0 million.

S1 .51Ishare. B
55
70
55

Company's Financial Strength
Stock's Price Stablllty
Price GrovNh Persistence
Eamings Predictibllily

1. *

Target Price Range
2010 2012

40
32

24

16

12
10

8

6

I

(A) Diluted earnings. Excludes nonrecurrirxg
gains (losses): '00, (3¢), '0i, (5¢). '02, 1¢, '05,
(23¢) Next earnings report due mid-Nov.
(B) Dividends historically paid in late January,
Q 2097, Value Line Publish Inc. All rigFh\s resewed. Fainual material is obtained from sources believed to be reliable and is provided without warranlles al any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN non-commercial, inlemal use. No paN
Rf it may be reproduced, resold, stored or transmitted in any printed, electronic orother form, service or product.

This publication is Qrictly inc subscriber's own,
or used Our generating or marketing any primed or electronic publication, I



AOUA AIIIERICA NYSE-WTR
RECENT
PRICE 22.86

PIE

RATIO 26.3('m':i:::.2§33;6) 1 . 4 3
RELATIVE
PIE RATIO

IADIVD
YLD 2 . 2 %

LUE
ONE

11.5
7.6

12.0
G.3

14.8
9.4

15.0
9.6

16.8
11.8

18.5
14,2

29.2
17.5

29.8
20.1

26.6
20.5

High :
Low:

5.7
3.9

8.5
4.44TIMEUNESS Raised 3l9l07

SAFETV 3 Lowered 8I1I03

T E C HNI C A L  3  R ais e d  7 l1 3 l0 7

BETA .85 (100=Market)

H`gh
Law

Price
3 0
1 9

Ann'l Total
Return

9 %
- 2 %

2010-12 PROJECTIONS

Gain
( + 3 0 %;
( - 1 5 %

la Buy
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4.80

1.60

.90

.55

Revenues per sh

"Cash FloW" per sh

Earnings per sh A

Div'd Decl'd per sh 51

5.35

1.80

1.05

.70

2.15

7.45

Cap'l Spending per sh

Book Value per sh

2.30

9.30

136.00 Common Shs 0uts t 'g c 140.00

res i t !
Llne
Ares

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

23.0

1.55

2.9%

650
120

Revenues ($miII)
Net Profli ($miII)

750

150

39.0%

2.0%

Income Tax Rate

AFUDC % to Net Profit

39.0%

2.0%

52.0%

48.0%

Long-Term Debt Ratio

Common Equity Ratio

51.0%

49.5%

2110
2850

Total Capital [$mill)
Net Plant (mill)

255o

3500

7.0%

11.5%

11.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

7.5%

11.5%

11.5%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001  2002 2003 2004 2005
2.14

.45

.25

.19

1.82

.39

.24

.20

1.70

.42

.24

.21

1.82

.42

.26

.21

1.84

47

.29

.22

1.B6

.50

.30

.23

2.02

.56

M

.24

2.09

.61

,40

.26

2.41

.72

.42

.27

2 4 6

.76

,47

.28

2.85

.94

.54

.32

2.70

.86

.51

.30

2.97

.98

.57

.35

3.48

1.09

.64

.37

3,85

1.21

.71

.40

.54

2.07

.50

2 0 9

.47

2 2 9

,46

2.41

.52

2.46

.48

2.69

.58

2 8 4

,so

3.21

.90

3.42

1.16

3.85

1.09

4.15

1.20

4.36

1.32

5.34

1.54

5.89

1.84

6.30

41,42 51.20 59.40 59.77 63.74 65.75 67.47 72.20 106.80 111.82 113,97 113.19 123.45 127,18 12897

10.8 .

.69

7.2%

12.5

.76

6.8%

14.4

.85

5.9%

13.5

.BE

6.0%

12.0

.80

6.2%

15.6 .

.as

4.9%

17.8

1.03

33%

22.5

1.17

2.9%

21.2

1.21

3.0%

18.2

1.18

3.3%

23.6

1.21

2.5%

23.5

1.29

2.5%

2 4 5

1.40

2.5%

25.1

1.33

2.3%

31.8

1.69

1B%

2006
4.03

1.26

.70

.44

2.05

6.96

132.33

34.7

1.87

1.8%

533.5

92.0

39.5%

2.0%

51 .6%

48.4%

1904.4

2506.0

6.4%

10.0%

10.0%

2007

4.55

1.45

.80

.48

2.10

7.15

134.00

Bold fig

Value

destin

610

105

39.5%

2.0%

51.0%

49.0%

1970

2700

7.0%

11.0%

11.0%

136.2

23.2

151.0

28.8

257.3

45.0

275.5

50.7

307.3

58.5

322.0

62.7

367.2

67.3

442.0

80.0

495.8

91.2

40.6% 40.5% 38.4% 383% 39.3% 38.5% 393% 39.4% 38.4%

2.9%

54.4%

44.B%

52.7%

46.6%

52.9%

46.7%

52.0%

47.8%

54.2%

45.8%

52.2%

47.7%

51.4%

48.6%

50.0%

500%

52.0%

48.0%

427.2

5345

496.5

509.8

782.7

1135.4

901.1

1251.4

1076.2

1490.8

990.4

1368.1

1355.7

1824.3

1497.3

2059.8

1690.4

2280.0

7,4%

11.9%

12.0%

7.6%

123%

12.4%

7.6%

12.2%

12.3%

7.4%

11.7%

111%

7.8%

12.3%

12.4%

7.6%

12.7%

12.7%

6.4%

10.2%

10.2%

6.7%

10.7%

10.7%

8.9%

11.2%

11.2%

CAPITAL STRUCTURE as of 6/30/07
Total Debt $1074.3 mill, Due in 5 Yrs $150.0 mill.
LT Debt $1040.1 mill. LT Interest $65.0 mm.
(LT interest earned: 3.6x. total interest coverage:
3 4 x ) (52% of Cap'I)

Pension Assets-12/06 $126.5 mill.
Oblig. $178.3 mill.

Pfd Stock None
Common Stock 132,957,789 shares

as of 7/23/07

MARKET CAP: $3.0 billion (Mid Cap)

200s 6/30/072005

44 .0
72 ,1
10 .2

8.4
134.7

49 .4
150.4

55 .8
255 .6

3 6 0 %

11.5
89.4

g.g
8.3

119.1

26.7
34.2

223.9
284.8

3 6 0 %

11.9
62 .7

7 .8
7 .6

90 .0

5 5 . 5
163 .1

4 4 . 7
2 6 3 . 3

3 7 7 %

CURRENT POSITION
($M1LL.)

Cash Asse ts
Rece ivables
I nv e nt o r y  ( Av a s t )
Othe r
Current  Asse ts

Acc ts  Payable
De bt  Due
Othe r
Current L imb.

F ix.  Chg.  Cov .

Past
10Yrs.

7.5%
10.0%
9.0%
6.5%
9.5°/

Past
Yrs.
8.5%
9.0%
8.0%
7.0%

11.0%

Es!'d '04-'06
to '10-'12

6.0%
7.0%
7.5%
9.5%
6.5%

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLYREVENUES(s mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

108.5

123.1

131.7
150.6

165

120.3

136.8

147.0

165

185

115.4

122.9

136.B

157.1

155

99.8

114.0

118.0

137.3

145

442.0

496.8

53355

610

650

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un.3 D Se p.3 0 Dec.31
Full
Year

2004

2005

2006

2007

2008

.20

.22

.21

.25

.24

.13

.15

.13

.13

.20

.17

.17

.19

.24

.22

.14

.17

.17

.18

.24

.64

.71

.70

.80

.90

Cal-
endar

QUARTERLY DIVIDENDS PAID Bl

Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.09

.098

.107

.115

.084

.09

.098

.115

.125

.084

.09

.098

.107

.115

.084

.09

,098

.107

.115

.34

.37

.40

M

3.6%

70%

4.5%

64%

4,3%

65%

4.7%

50%

5.2%

59%

5.1%

59%

4.2%

59%

4.6%

57%

4.9%

56%

3.7%

63%

4.0%

63%

4.5%

64%

Retained to Com Et

All Div'ds to Net Prof

4.0%

65%

others. W ater supply  revenues '06: res identia l,  60%, commerc ial,

14%' industr ia l & other,  26%. Off icers  and di rec tors  own 1.2% of

the common stock (4107 Proxy). Chairman & Chief  Executive Of-

f icen Nicholas DeBenedictis. incorporated: Pennsylvania. Address:

762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-

ephone; 610-525-1400. Internet: www.aquaamerica.com.

BUSINESS: Aqua America,  Inc .  is  the ho lding company for water

and wastewater ut i li t ies  that serve approximately  2.8 mi llion res i t

dents  in Pennsy lvania,  Ohio,  North Caro ina,  I llino is ,  Texas,  New

Jersey, Florida,  Indiana, and f ive other s tates .  Divested three of

four non-water bus inesses in '91, te lemarket ing group in '93; and

others. Acquired AquaSource, 7/03, Consumers Water, 4/99, and

s o n s  s h o u l d  h e l p  A q u a  i n c r e a s e  i t s  r e v e -

n u e s  a n n u a l l y  a t  a  m i d - s i n g l e - d i g i t  r a t e .
F u r t h e r m o r e ,  a d d i t i o n a l  r a t e  h i k e s  w i l l
l i k e l y  l e a d  t o  t h e  o p e r a t i n g  m a r g i n  w i d e n -
i n g  a n d  h e l p  a d v a n c e  s h a r e  e a r n i n g s  o v e r

t h e  n e x t  f e w  y e a r s .  I n  s u m ,  w e  e s t i m a t e
t h a t  a n n u a l  s h a r e  n e t  w i l l  a d v a n c e  b y

5 % - 1 0 %  o u t  t o  t h e  2 0 1 0 - 2 0 1 2  p e r i o d .
T h e s e  s h a r e s  d o  n o t  s t a n d  o u t  f o r  t h e
s h o r t o r  l o n g t e r m .  A l t h o u g h  w e  e s -
t i m a t e  t h a t  A q u a  A m e r i c a  w i l l  r e g i s t e r
1 4 %  a n d  1 3 %  s h a r e - n e t  g a i n s  i n  2 0 0 7  a n d
2 0 0 8 ,  r e s p e c t i v e l y ,  o u r  T i m e l i n e s s  R a n k -

i n g  S y s t e m  s u g g e s t s  t h a t t h i s i s s u e  w i l l
l a g  t h e  y e a r - a h e a d  m a r k e t .  I n  a d d i t i o n ,
e v e n  t h o u g h  t h e  c o m p a n y  p o s s e s s e s  s o l i d
g r o w t h  p r o s p e c t s  o u t  t o  2 0 1 0 - 2 0 1 2 ,  t h i s

s t o c k  a l r e a d y  t r a d e s  w e l l  w i t h i n  o u r
p r o j e c t e d  T a r g e t  P r i c e  R a n g e  f o r  t h a t
t i m e f r a m e ,  l i m i t i n g  a p p r e c i a t i o n  p o t e n t i a l .

T h a t  s a i d ,  o u r  e a r n i n g s e s t i m a t e s  w o u l d
l i k e l y  b e  e n h a n c e d  i f R  c a n  c o m p l e t e
s o m e  m o r e  a c q u i s i t i o n s  o v e r  t h e  n e x t  f e w
y e a r s .  L a s t l y ,  a l t h o u g h  A q u a  h a s  r a i s e d  i t s

q u a r t e r l y  d i v i d e n d  e v e r y  y e a r  o v e r  t h e
p a s t  d e c a d e ,  i n c o m e - o r i e n t e d  i n v e s t o r s  c a n
p r o b a b l y  f i n d  b e t t e r  o p t i o n s  e l s e w h e r e .
I a n  G e n t l e r O c t o b e r  2 6 ,  2 0 0 7

A q u a  A m e r i c a  c o n t i n u e s  t o  b e a c t i v e
o n  t h e  a c q u i s i t i o n f r o n t .  S o  f a r  t h i s
y e a r ,  t h e  c o m p a n y  h a s  c o m p l e t e d  1 4  p u r -

c h a s e s  t h a t  h a v e  e x p a n d e d  i t s  r e a c h  t o
n e w  a r e a s  o f  T e x a s ,  P e n n s y l v a n i a ,  I l l i n o i s ,
a n d  F l o r i d a .  T h e s e  a d d i t i o n s  h a v e  a l s o
a d d e d  a p p r o x i m a t e l y  3 5 , 0 0 0  n e w  c u s t o m -
e r s .  L o o k i n g  a h e a d ,  w e  e x p e c t  t h a t  m a n -

a g e m e n t  w i l l  c o n t i n u e  t o  a g g r e s s i v e l y  s e e k
f u r t h e r  e x p a n s i o n  o p p o r t u n i t i e s .  A q u a  p o s -
s e s s e s  a  g o o d  t r a c k  r e c o r d  i n  r e g a r d s  t o  a c -
q u i s i t i o n s ,  a n d  w e  a s s u m e  t h a t  a n y  a d d i -
t i o n a l  p u r c h a s e s  w o u l d  b e n e f i t  r e v e n u e s
a n d  p r o f i t s  o v e r  t h e  n e x t  f e w  y e a r s .
T h e  c o m p a n y  w i l l  s o o n  r e l e a s e  i t s

S e p t e m b e r - p e r i o d f i n a n c i a l r e s u l t s .
F o r  t h e  q u a r t e r ,  A q u a  l i k e l y  p o s t e d  s h a r e
e a r n i n g s  o f  $ 0 2 5 ,  a l m o s t  2 0 %  b e t t e r  t h a n

t h e  y e a r - e a r l i e r  p e r i o d .  I t s  r e c e n t  a c q u i s i -
t i o n s ,  c o u p l e d  w i t h  r a t e  h i k e s  i n  s e v e r a l
s t a t e s ,  l i k e l y  l e d  t o  t h e  s t r o n g  r e s u l t s .  W e

e x p e c t  t h a t  t h e  c o m p a n y  w i l l  b e  a b l e  t o  i r n ~
e l e m e n t  a d d i t i o n a l  r a t e  h i k e s  o v e r  t h e
n e x t  f e w  m o n t h s ,  a n d  f o r  t h e  y e a r  A q u a
w i l l  l i k e l y  r e g i s t e r  a  s h a r e - n e t  g a i n  o f

a b o u t  1 4 % ,  L o o k i n g  a h e a d ,
T h e  p r o s p e c t s  f o r  2 0 0 8  a n d  b e y o n d  a p -
p e a r  s o l i d . I n  o u r  v i e w ,  r e c e n t  a c q u i s i -

sons: '96, 2¢. Next earnings report due early
Jan.
(B) Dividends historically paid in early March,
June, Sept & Dec. l Div 'd. reinvestment plan

available (5°/ discount).
(C) In millions, adjusted for stock splits.

Company's Financial Strength
Stock's Price srabiiiiy
Price Growth Persistence
EarningsPredictability

B+
90
B0

100

* *

115
7.2

Target Price Range
2010 2012

64

48
40
32

24
20
16

12

|\.. ~l'l' B

6

(A) Primary shares outstanding through '96,
diluted thereafter. End. nor rec. gains (losses):
'91, (34¢1. '92, (38¢1: '99, ow), '00, 2¢, '01,
2¢, '02, 5¢, '03, 4¢. Excl gain from disc. opera-
o 2007, value Line Publishing Inc. All rights resewed. Factual material is obtained ham sources believed to be reliable and is provided without warranties al any Kind.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMI$SlON$ HEREIN. This publication is strictly lot subscriber's own, noncommercial, internal use. No pan
al ii may be reproduced, resold, stared or transmitted in any printed, electronic or other form, or used lot generating nr marketing any printed or elenrnnic publication, service or productI



1.

ATTACHMENT B



Composite Statistics: Natural Gas Utility

2003 2004 2o0s 2006 2007 2008 10-12
29981

13953

33220

15171

41399

1788.8

41401

1823

44500

2050

45500

2150

Revenues ($milI)

Net profit ($mill)

58000

2800

37.4%

4.7%

35.7%

4.6'/

35.8%

4.3%

36.1%

4.4%

36.0%

4.6%

36.0%

4.6%

Income Tax Rate

Net Profit Margin

36.0%

4.8%

55.9%

43.7%

532%

45.7%

50.7%

48.3%

520%

470(/

51,06

48.0%

51.0'/

48.0%

Long-Term Debt Ratio

Common Equity Ratio

52.04

46.0%

ZB436

31732

31268

32053

33911

35030

35357

35944

36750

39000

38000

41000

Total Capital ($miH)

Ne\ Plant ($mill)

42000

45000

84%

111%

11.2%

6.4%

10.4%

10.5%

63%

10.7%

10.8%

6.7%

10.7%

11.0%

7.0%

11.5%

115%

7.0%

11.5%

11.5%

Return on Total Cap'l

Return on Shr, Equity

Recur on Com Equity

7.5%

12.0%

12.0%

4.1%

84%

4.0v

63%

4.4%

59%

4.6%

59%

5_2~y

60%

5.3%

60%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

50%

14.1

.80

4.5%

15.6

.BZ

4.0%

16.2

.87

3.6%

15.8

.90

36%

Bold ff:
Vain
esfi

lures are
. Line
mares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

13.0

.85

4.6%

314% 308% 331°/ 315% 325% 225% Fixed Charge Coverage 325%
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The Natural Gas Utility Industry remains
ranked near the bottom of our industry spectrum
However, most of the companies have posted solid
earnings gains in recent months. Additionally,
they tend to offer an above-average dividend yield
and decent total return potential. Still, the major-
ity of these firms have below-average capital ap
preeiation potential over the 3- to 5-year pull

to any pending cases  with these firms . Recently, regula r
tors  ha ve  ha d a  tough tim e  finding ra te s  tha t s trike  a
ba lance between consumer and sha reholder interes ts . In
fact, shareholders  seem to be los ing out. This  has  caused
s om e  of the s e  bus ine s s e s  to  s e e  the ir ca s h  pos ition
tighten a s  they try to work with a  s ma lle r profit ma rgin

De s pite  the  a fore m e ntione d cha lle nge s ,  num e rous
compa nies  ha ve been trying to improve their opera tions
by e xpa nding or upgra ding the ir infra s truc ture ,  How
e ve r,  the s e  in itia tive s  will like ly p re s s u re  ope ra ting
m a rg ins  in  the  com ing  m onths .  S till,  th is  m a y be  of
in te re s t to  inve s tors  with  a  long-te rm  vie w, a s  the s e
e nha nce m e nts  will p roba b ly con tribu te  to  g rowth  in
2008 and beyond

Acquisitions
The number of companies in our Natural Gas Utility

Industry roster has declined from 15 to 13 since our last
report (two companies were acquired.) This is reflective
of the ongoing consolidation in the industry. These
companies are targets because of their cash~rich busi-
nesses. Additionally, utilities tend to produce consistent
and sustainable profit gains as service territories ex
pond. Therefore, we believe the industry will continue to
consolidate in the foreseeable future

No n re g u la te d  Ac t iv it ie s
Ma ny of thes e  utilitie s  ha ve  s m a lle r bus ines s es  tha t

a re unregula ted by s ta te commiss ions . These s econdary
bus ines s es  ca n provide  a n inte res ting mea ns  for thes e
firm s  to dive rs ify the ir re ve nue . More ove r, the s e  ye n
tore s  provide  a dditiona l fle xibility,  s ince  the  prim a ry
s trea m  of incom e  is  regula ted by thes e  com m is s ions
Some examples  of these bus inesses  include gas  market
in, ga s  s tora ge  for off-s ys tem cus tomers , a nd hea ting
ventila tion, a nd conditioning s e rvice  (HVAC). The  fa ct
tha t thes e opera tions  ca n increa s e s ha re  net is  nota ble
s ince  re tu rn  on  e qu ity is  s e t by the  re gu la tory s ta te
commiss ions  (usually in the 10%-12% range). All told, we
be lieve  thes e  ventures  will not overta ke  the  core  bus y
nes s es  a s  the  driver of thes e  firms  a nytime s oon

We a th e r
Uns ea s ona bly wa rm  or cold wea the r is  a  ris k to the

companies  in this  indus try. Any fluctua tions  tha t devia te
too fa r from  the  his torica l norm  ca n cre a te  vola tility,
which ma y ca us e  thes e  bus ines s es  to s tra y from the ir
s low, but cons is tent, growth. S ome utilities  a re  a ble  to
hedge the ir ris k by us ing wea thena djus ted ra te  mecha -
nis ms , which s ta bilize  res ults  when a typica l conditions
occur. Warmer wea ther conditions  a ffected many of the
compa nies  in this  indus try in recent months . Nota biy, it
a ppea rs  tha t ra te  mecha nis ms  a re  becoming increa s e
infly common in this  bus iness . As  such, inves tors  should
keep a n eye  out for a ny firms  tha t implement this  new
s tra tegy, if they a re  more interes ted in ta king a  pos ition
in  a  u tility tha t is  le s s  s ubje c t to  s e a s ona l s wings  in
ea rnings

Investment Considerations
Most of the stocks in this industry are not suitable

vehicles to achieve above-average capital appreciation
potential over the 3» to 5-year pull. What's more, this
industry is ranked in the bottom half of our industry
spectrum, thereby limiting its appeal for the coming six
to 12 months. However, these business do tend to offer
healthy dividend yields. In fact, the average yield here is
more than double the ValueLine median of l.8%. Con
sedative accounts may be interested in the industry's
stable business and attractive layouts, but should be
cautious when considering a position in the Natural Gas
Utility Industry given the current environment. Most
investors would do better to look elsewhere, due to the
limited potential of this sector

Operating Environment
The companies in this industry have to settle rate

cases with the respective state commission when trying
to change their charges for service. Currently, most of
the rates for these utilities are set. However, one of
WGL's subsidiaries just negotiated a new rate with
Virginia, which is tentatively in effect while pending
approval. Additionally, Southwest Gas is expected to file
rate cases in California and Arizona in the near future.
A favorable rate can spur bottom~line gains, so the
investment community is usually paying close attention

Richa rd Ga lla ghe r
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CAPITAL STRUCTURE as of 6/30/07
Total Debt $188310 mill. Due in 5 Yrs $648.0 mill.
LT Debt $1544.0 mill. LT Interest $95.0 mm.

(Total interest coverage: 3.8x)
Leases, Uncapitalized Annual rentals $32.0 mill.

Pension Assets~12l06 $375.0 mill.
oblige. $454.0 mill.

Pfd Stock None
Common Stock 77,695,018 she.
as of 7/26/07

MARKET CAP: $3.1 billion (Mid Cap)
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propane. Deregulated subs idiar ies :  Georgia Natura l Gas markets

natura l gas  a t  re ta i l,  Acqui red Vi rginia  Natura l Gas ,  10100,  So ld

Uti lipro, 3/01, Off . ld i r.  own less  than 1 .0% o f  common, Barclays

Global Investors, 5.0% (3107 Proxy). Pres. & CEO: John W. Somer-

ha lder  l l.  Inc . :  GA.  Addr . :  10  Peacht ree  Place  N.E. ,  At lanta ,  GA

30309. Tel.: 404»5844000. Internet: www.aglresources.com.

BUSINESS: AGL Resources, inc. is  a public  ut i li ty  holding compa-

ny ,  I ts  dis t r ibut ion subs idia r ies  induce At lanta  Gas  L ight ,  Chat -

tanooga Gas, and Virginia Natural Gas. The uti li t ies have more than

2.2 million customers in Georgia, Wginia, Tennessee, New Jersey,

F lo r i da ,  a nd Ma ry la nd.  E nga ge d i n no nre gula t e d na t ura l  ga s

market ing and other a llied serv ices ,  Also wholesa les  and re ta i ls

l a t e  J u n e ,  i t  f i l e d  w i t h  t h e  F e d e r a l  E n e r g y
R e g u l a t o r y  C o m m i s s i o n  s e e k i n g  a  c e r t i f i -
c a t e  t o  c o n s t r u c t  a n d  o p e r a t e  t h i s  p r o j e c t .
C o n s t r u c t i o n  w i l l  p r o b a b l y  b e g i n  e a r l y
n e x t  y e a r ,  f o l l o w i n g  t h e  r e c e i p t  o f  r e g u -
l a t o r y  p e r m i t s .  T h e  p r o j e c t ,  w h i c h  s h o u l d
c o s t  b e t w e e n  $ 2 2 0  m i l l i o n  a n d  $ 2 6 0  m i l -
l i o n ,  w i l l  i n i t i a l l y  o f f e r  1 2  b i l l i o n  c u b i c  f e e t
o f  w o r k i n g  g a s  c a p a c i t y  i n  t w o  u n -
d e r g r o u n d  c a v e r n s .  T h e  f i r s t  c a v e r n  i s
l i k e l y  t o  c o m m e n c e  o p e r a t i o n s  b y  e a r l y
2 0 1 1 ,  w i t h  t h e  s e c o n d  c o m i n g  o n  l i n e  i n
2 0 1 3 .  G o l d e n  T r i a n g l e  w i l l  a l s o  b u i l d  a
n i n e - m i l e  p i p e l i n e  t o  c o n n e c t  t h e  s t o r a g e
c a v e r n s  w i t h  l a r g e r  i n t e r s t a t e  a n d  i n -
t r a s t a t e  p i p e l i n e s .
S h a r e s  o f  A G L  R e s o u r c e s  a r e  r a n k e d  4
( B e l o w  A v e r a g e )  f o r  T i m e l i n e s s . H o w -
e v e r ,  i n c o m e - o r i e n t e d  a c c o u n t s  m a y  f i n d
t h i s i s s u e a t t r a c t i v e , c o n s i d e r i n g  i t s
h e a l t h y  d i v i d e n d  y i e l d .  A l s o ,  t h e s e  g o o d -
q u a l i t y  s h a r e s  s c o r e  h i g h  m a r k s  f o r  P r i c e
S t a b i l i t y ,  S a f e t y ,  a n d  E a r n i n g s  P r e d i c -
t a b i l i t y , N e v e r t h e l e s s , t h e c o m p a n y ' s
g r o w t h  p r o s p e c t s  a p p e a r  t o  b e  r e f l e c t e d  i n
t h e  c u r r e n t  q u o t a t i o n ,  a n d  a p p r e c i a t i o n
p o t e n t i a l  i s  m o d e s t  t o  2 0 1 0  2 0 1 2 .
M i c h a e l N a p o l i ,  C P A S e p t e m b e r  1 4 , 2 0 0 7

A G L R e s o u r c e s  c o n t i n u e s  t o  r e g i s t e r
s o l i d  p e r f o r m a n c e . S e c o n d - q u a r t e r  r e v e -
n u e s  i n c r e a s e d  r o u g h l y  7 % ,  c o m p a r e d  t o
t h e  p r i o r  y e a r .  O p e r a t i n g  m a r g i n s  w i d e n e d
a c r o s s  e a c h  s e g m e n t ,  a n d  s h a r e  e a r n i n g s
a d v a n c e d  6 0 % .  T h e  D i s t r i b u t i o n  s e g m e n t
b e n e f i t e d  f r o m  c u s t o m e r  g r o w t h  a n d  i n -
c r e a s e d  c u s t o m e r  u s a g e ,  d u e  p a r t l y  t o
c o l d e r  t e m p e r a t u r e s  i n  A p r i l .  M e a n w h i l e ,
t h e  W h o l e s a l e  S e r v i c e s  b u s i n e s s  e x p e r i -
e n c e d  u n r e a l i z e d  g a i n s  o n  s t o r a g e  a n d
t r a n s p o r t a t i o n  h e d g e s  f r o m  d e c l i n i n g  f o r -
w a r d  N Y M E X  n a t u r a l  g a s  p r i c e s .
L o o k i n g  f o r w a r d ,  w e  a n t i c i p a t e  m o d -
e s t  r e v e n u e  g r o w t h  a t  A G L  f o r  f u l l -
y e a r 2 0 0 7 . T h e  c o m p a n y  h a s  r e a f f i r m e d
i t s  b o t t o m - l i n e  g u i d a n c e  o f  $ 2 . 7 5 - $ 2 . 8 5  a
s h a r e  f o r  t h e  c u r r e n t  y e a r .  T h i s  a s s u m e s
n o r m a l  w e a t h e r  a n d  a v e r a g e  v o l a t i l i t y  i n
n a t u r a l  g a s  p r i c e s  f o r  t h e  r e m a i n d e r  o f  t h e
y e a r .  W e  a n t i c i p a t e  s h a r e  e a r n i n g s  w i l l
c o m e  i n  a t  t h e  m i d p o i n t  o f  t h i s  r a n g e ,
r o u g h l y  3 %  a b o v e  t h e  p r i o r  y e a r ' s  t a l l y .
S h a r e  n e t  w i l l  l i k e l y  a d v a n c e  a t  a b o u t  t h e
s a m e  c l i p  i n  2 0 0 8 .
S u b s i d i a r y  G o l d e n  T r i a n g l e  S t o r a g e
h a s  p l a n s  t o  b u i l d  a  n a t u r a l  g a s
s t o r a g e  f a c i l i t y  i n  B e a u m o n t ,  T e x a s . I n

$013; '01, $0.13; '03, ($007). Nam earnings
report due late October.
(C) Dividends historically paid easy March,
June, Sept and Dec. I Div'd reinvest. plan

B++
100

7 5
75

available.
(D) Includes intangibles. At 61301073 $420 mil-
lion, $5.41lshare.
(E) In millions, adjusted for stock split.

Company's Financial Strength
Stock's Price Stability
Price Growth Pers is tence
Ea rni ngs Predictability

*

23 .4
17 .7

Target Price Range
2010 2012

128

96
80
64

48
40
32

ZN

I I I
l l l l . l l
Ill lm

.|  0-1 z

(A) Fiscal year ends December 31st, Ended
September 30th prior to 2002,
(B) Diluted earnings per share. Excl. nonrecur»
ring gains (losses): '95, (Was), '99, $0.39, '00,
<9 2007, Value Line Publishing,
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VLARITH.

INDEX
15.8
52,6

126.5

T HIS

ST UC K

1 .7

2 6 .9

6 5 .5

1 yr.
s yr,
5 yr

II

i

)
\ I | 1

I I I
12
8
4

Percent
shares
traded 111.11

mm
111111

111111l m Ill I I I IN I ll I I II I  I I I IHI I lllllll9 ill
1997 1998 1999 2001 2002

30.59

2.85

1.34

1.01

27.90

3.38

1.84

1.06

22.09

2.52

.81

1.10

35.36

3.03

1 4 7

1 1 6

2282

3.39

1.45

1.18

4.13

11.04

4.44

12.21

3.53

12.09

2.77

1431

3.17

13.75

29.64 30.40 31.25 40.79 41.68

17.9

1.03

4.2%

15.4

.80

3.7%

33.0

1.88

4.1%

15.2

.83

5.4%

15.6

80

5,1%

905.8

39.2

B48.2

55.3

690.2

25.0

1442.3

56.1

950.8

59.7

37.5%

4.3%

36.5%

6.5%

35.0%

3.6%

37.3%

3.9%

37.1%

6.3%

48.1%

51.9%

51 .8%

48.2%

50.0%

50.0%

M.3%

45.7%

53.9%

46.1%

630.2

B49.1

B.3%

769.7

917,9

9.0%

755.1

965.8

5.1%

1243.7

13003

6.8%

1276.3

1335.4

5.9%

12.0%

12.0%

14.9%

14.9%

5.6%

6.6%

9.6%

9.6%

10.4%

10.4%

I | I I , . . |

ll I ll
I I I

IIIH III III
Atm0s Energy's history dates back tO

1906 in the Texas Panhandle. Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. In 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to At nos in 1988. At nos acquired
Trans Louisiana Gas in 1986, Western Ken-
tucky Gas Utility in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others.

CAPITAL STRUCTURE as of 6130107
Total Debt $24305 mill.  Due in 5 Yrs $14500 mill.
LT Debt $21205 min. LT Interest $120.0 mill.
(LT interest earned: 2.9x, total interest

coverage: 2.8x)
Leases, Uncapitalized Annual rentals $16.0 mill.

Pfd Stock None
Pension Assets-9/06 $362.7 mill.

Oblig. $325.5 mill.
Common Stock 89 160,099 she.
as of 7131/07
MARKET CAP: $2.5 billion (Mid Cap)

zoos 2005 6/30/07

4 0 . 1
1224.3
1264.4

461 .3
148.1
503 .4

1112 .8

3 9 5 %

75 .8
1041 .7

1117.5

345.1
385 .6
3B8.5

1119.2

4 0 8 %

350.4
984.1

1334.5

428 .8
304.0
360 .9

1093.7

4 0 0 %

CURRENT POSITION
1$MILL.)

Cash Asse ts
Othe r
Current  Assets

Acc ts  Payable
De b!  Due
Othe r
Current Limb.

F ix.  Chg.  Cov .

Pas t
5Yfs.
17 .0%
5 . 0 %

10.0%
2 . 0 %
8 . 5 %

Es\ 'd '04- '06
to '10-'12

4 . 5 %
4 . 0 %
5 . 5 %
1.5%
5 . 5 %

ANNUAL RATES
cf change (per sh)
Re v e nue s
"Ca s h F lo w"
Ea rni ngs
Div idends
Bo o k Va lue

Pas t
10 Yrs.

7 . 5 %
4 . 0 %
3 . 5 %
3 . 0 %
6 . 5 %

Fiscal
Year

Ends

QUARTERLY REVENUES ts mill.) A

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

2006

2007

200B

492.8

1004.6

971.6

1318.6

1625

546.1

909.9

863.2

1218.2

1625

763.6

13710

2283.8

1602.6

1625

1117.5

1687.8

2033.8

2075.6

1625

2920.0

4 9 7 3 3

6152.4

6215

6500

Fiscal
Year
Ends

EARNINGS PER SHARE A B E

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

2006

2007

2008

1.12

1.11

1.10

1.20

1.20

.09

.06

d.22

d.15

d.03

d,11

d.21

.25

d.12

d.os

.57

.79

.BB

.97

.96

1.58

1.72

2 0 0

1 . 9 0

2.05

Cal-
endar

QUARTERLY DNIDENDS PAIDC-

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.305

.31

.315

.32

.30

.305

.31

.315

.32

.30

.305

.31

.315

.32

.30

.305

.31

.315

.32

1.21

1.23
1.25

1.27

2000

26.61

3.01

1.03

1.14

2.36

12.28

31.95

1B.9

1.23

5.9%

8502

32,2

35.1%

3.8%

48.1%

51.9%

7 5 5 ]

982.3

6.5%

8.2%

8.2%

2003
54.39

3.23

1.71

1.20

3.10

16.66

51.48

13.4

J e

52%

27993

79.5

37.1%

2.8%

502%

49.8%

1721.4

1515.0

6 2 %

9.3%

9.3%

2004 2005
46.50

2.91

1.58

1.22

61.75

3.90

1.72

1.24

3.03

18.05

4.14

19.90

6 2 8 0 80.54

1 5 9

.84

4.9%

16.1

.86

4.5%

2920.0

B6.2

49733

135.8

37.4%

3.0%

37.7%

2.7%

43.2%

56.8%

57.7%

42.3%

1994.8

1722.5

5.8%

3785.5

3374.4

5.3%

7.6%

7.6%

8.5%

8.5%

2006 2007 2008 © VALUE LINE PUB. mc

75.27

4.25

2.00

1.25

69.45

4.15

1.90

1.28

70.25

4.30

2.05

1.30

Revenues per sh A

"Cash Flow' perch

Earnings perch A B

Div'ds DecI'd per sh C l

80.35

4.70

2.45

1.35

5.20

20,16

4.25

22.60

4.55

23.25

Cap'l Spending per sh

Book Value per sh

6.30

26.35

81.74 89.50 92.50 Common Shs Outst'g D 107.00

13.5

.73

4.7%

Bold Et
Value
destin

HES are
Line
ales

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.0

.95

3.9%

6152.4

162.3

6215

170

6500

190

Revenues ($miII) A

Net Profit ($miII)

8600

260

37.6%

2.6%

39.0%

2.7%

39.0%

2.9%

Income Tax Rate

Net Profit Margin

40.5%

3.0%

57.0%

43.0%

52.0%

48.0%

5 2 0 %

4a.o%

Long-Tem Debt Ratio

Common Equity Ratio

51.0%

49.0%

3828.5

3629.2

6.1%

4215

3850

5.5%

4480

4150

6.0%

Total Capital ($mill)

Net Plant ($mill)

Return on Total Cap'l

5750

5300

6.0%

9.9%

9.9%

8.5%

8.5%

9.0%

9.0%

Return on Shr. Equity

Return on Com Equity

9.0%

9.0%

3.9%

67%

6 3 %

58%

NMF

NMF

NMF

112%

21%

79%

1 9 %

82%

2.8%

70%

1.7%

77%

2.3%

73%

3.6%

63%

2.5%

67%

3.0%

63%

Retained to  Com Et

All Div'ds to Net Prof

4.0%

55%

commercial, 10%, industrial,  and 5% other. 2006 depreciation rate

3.6"/». Has around 4,600 employees, Officers and directors own ap-
proximate ly  1.9% of common s tock (12106 Proxy).  Chai rman and

Chief Executive Off icer: Robert W . Best. Incorporated: Texas. Ad-

dress ;  P.O.  Box 650205,  Da llas ,  Texas  75265.  Te lephone:  972-

934-9227. lrrtemet: www.atmosenergy.com.

BUSINESS: At nos Energy Corporation is engaged primari ly  in the

distribution and sale of natural gas to 3.2 million customers v ia s ix

regulated natural gas ut i li ty  operat ions: Louis iana Div is ion, W est

Texas Div is ion, Mid-Tex Div is ion, Miss iss ippi  Div is ion, Colorado-

Kansas  Div is ion,  and Kentucky /Mid-Sta tes  Div is ion Combined

2006 gas volumes: 272 MMcf. Breakdown: 53%, residential,  32%,

steady, though unspectacular, share
earnings advances over the coming
three to five years. With the utility divi-
sion now serving 3.2 million customers
across 12 states, Athos is not dependent
on the business environment in any one
region of the country. Also, the non-utility
segments, particularly pipelines, possess
healthy overall prospects. Excluding fu-
ture acquisitions, annual bottom-line
growth could be in the mid-single-digit
range out to 2010-2012.
Income-oriented accounts may be at-
tracted to the dividend yield, which is
adequately covered by earnings. We look
for additional increases in the payout to
occur, as well,
But these shares have lost some
ground in recent months. We attribute
that, in part, to a slumping market
(reflecting uncertainty surrounding the
timing of a recovery in the housing indus-
try). This diminished stock-price mo-
mentum is partially behind the 4 (Below
Average) rank for Timeliness. Long-term
total-return possibilities are decent, on a
risk-adjusted basis, though.
Frederick L. Harris, III September 14, 2007

At nos Energy's bottom line may
decrease roughly 5%, to $1.90 a share,
in fiscal 2007 (ends September 30th).
For a start, the fourth-quarter comparison
could be quite challenging, since our fiscal
2006 figure does not include an $0.l8-a-
share charge for the impairment of irriga-
tion properties in the West Texas Division.
Moreover, the public offering of 6.3 million
common shares last December ought to
dilute share earnings by around a nickel.
Lastly, the effective income tax rate has
been higher.
But there are some bright spots. The
utility unit is benefiting from higher
throughput, plus the implementation of
weather normalization mechanisms for the
Mid-Tex and Louisiana operations, What's
more, margins for the natural gas market-
ing segment have widened partly because
of initiatives to capture more favorable ar-
bitrage opportunities with regard to
storage activities, Finally, the pipeline
business is reaping the rewards of the
North Side Loop and other projects that
were completed last year, and there has
been a rise in asset management fees.
The company stands to generate

early March, June, Sept., and Dec. l Div. rein-
v e s tme nt  pla n,  D i re c t  s to c k purc ha s e  pla n
avail,
(D) In millions, adjusted for stock splits.

(E)  Qt rs  may  no t  add due  to  change  in hrs
outstanding,
(F) ATO completed United Cities merger 7/97.

Company 's  F inanc ia l St rength
Stock's  Price Stabi li ty
Price Growth Pers is tence
Earnings  Predic tabi li ty

B +
100

30
7 5

*

32 .3
24 .8

Target Price Range
2010 2012

80

60
50
40

30
25
20

15

10

__7.5

"0-12

r

(A) F isca l year ends  Sept ,  30 th.  (B) Di luted
hrs. Excl. nor rec. items: '97, d53¢, '99, d23¢,

'00, 12¢, '03, d17¢, '06, d18¢. Next egg, rpt.
due early Nov. (C) Dividends historically paid in

o 2007, Value Line Publishing, Inc All opts reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties or "gt kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. TTlts publication is strictly lot subsr.rrber's own, own-commercial, interred use. o part i
of it may he reproduced, resold, stored or transmitted in any printed, electronic Dr other form, or used for generating or marketing any printed or electronic publication, service or product.
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NYSE-LGLACLEDE GROUP
RECENT
PRICE 32.64

PIE

RATIO

14.5
15.013.9lH§2;;'3§ ) 0.17

RELATIVE

PIE RATIO

DIV D
YLD 4 . 6 %

VALUE
LINE

27.0
20.0

24.8
17.5

25.0
19.0

255
21.3

30.0
21 .8

325
26,0

34.3
26.9

37.5
29.1

36.0
28.8

High:
Low:

24.9
20.0

28.6
20.3

2
TIMEUNESS 3 Ralg€dg/14/(}`]

S AF E W Raised5120/03

TECHNICAL 3 Raised 8lt7l07

BETA .90 (1.00=Markel)

Price
4 5
3 0

Ann'l Total
Return
1 2 %

3 %

2010-12 PROJECTIONS

Gain
( + 4 0 %
( - 1 0 %

H'gh
Law

to Be
Dptinns
to Se"

Insider Decisions
O N D J F M A M J
0 1 0 0 0 0 0 1 0
0 4 1 0 1 0 0 0 0
0 4 1 0 1 0 0 0 0

I n s t i t u t i o n a l D e c i s i o n s
4412006 1Q2001 202091

64 6 2 87
38 4 9 5 0

10381 9942 9261

to Buy
la Sell
Hlds[|14)0

"v

2011
LEGENDS

1.00
divided
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1 yr.
3 yr
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INDEX
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52.6
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THIS
STOCK

4.8
29.4
71 .7
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Percent
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5
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2008 © VALUE UNE PUB., INC .0.12

88.20

4 . w

2.10

1.49

Revenues per sh

"Cash Flow/' per sh

Earnings per sh A s

Div 'ds Ded'd per sh Cl

110.00

5.00

2.35

1.60

3.05

20.95

Cap'l Spending per sh

Book Value per sh D

3.80

24.50

22.00 Common Shs 0 uts t ' g E 25.00

mos an
Line
Neg

Avg Ann'l PIE Ratio

Relalwe P/E Ratio

Avg Ann'I Div'd Yldd

16.0

1.05

4.3%

1940

46.0

Revenues ($mill) A

Net Profit (mill)

2750

a l a

35.5%

2 4 %

Income Tax Rate

Net Profit Margin

355%

2.2%

47.0%

53.0%

Long~Term Debt Ratio

Common Equity Ratio

49.0%

51.0%

870

865

Total Capital ($milI)

Ne t Plant ($miII)

1200

1150

6.5%

10.0%

10.0%

Return on Total Cap'l

Recur on Shlz Equity

Return on Cam Equity

6.5%

10.0%

10.0%

2004
59.59

2.79

1.82

1.35

2.45

16.96

20.98

15.7

.83

4.7%

1250.3

36.1

34.8%

2.9%

51.6%

48.3%

7374

646.9

6.6%

10,1°/a

10.1%

2005
75.43

2.98

1.90

1,37

2.84

17.31

21.17

16.2

.86

4,4%

1597.0

40,1

34.1%

2.5%

4B.1%

51.B%

707.9

679.5

7.6%

10.9%

10.9%

2006
93.51

3,81

2.37

1.40

2.97

18.85

21.36

13.6

.73

4.3%

1997.5

50.5

32.5%

2.5%

49.5%

50.4%

798.9

763.8

8.4%

12.5%

12.5%

1991 1992 1993 1994 1995 1996 1997 1998 1999

28.10

2.37

1.28

1.20

26.83

2.32

1.17

1.20

32.33

2.81

1.61

1.22

33.43

2.65

1.42

1.22

24.79

2.55

1.27

1.24

31.03

3 2 9

1,87

1.26

34.33

3.32

1.84

1 3 0

a1.04

3.02

1.58

1.32

26.04

2.56

1.47

1.34

2.46

11.a3

2.87

11.79

2.62

12.19

2.50

12.44

2.63

13.05

2.35

13.72

2.44

14.26

2.68

14.57

2.58

14.96

15.59 15.59 15.59 15.67 17.42 17.56 17,56 17.63 18,BB

12.5

.B0

7.5%

15.8

.96

55%

13.5

.80

5.8%

16.4

1.08

5.3%

15.5

104

8.3%

11.9

.75

5.6%

12.5

.72

5.6%

15.5

.81

5.4%

15.8

90

5.8%

2000
29.99

2.sa

1.37

1.34

2.77

14.99

18.88

14.9

.97

6.6%

568.1

28.0

35.2%

4.6%

45.2%

54.5%

519.2

575.4

6.7%

9.1%

9.1%

2 0 0 1 2 0 0 2 2003
53.08

3.00

1.61

1.34 i

39.84

2.56

1.18

1.34

54.95

3.15

1.82

1.34

2.51 r
15.26

2.80

15.07

2.67

15.65

18.88 i 18.96 19.11

14.5

.74

5.7%

20.0

1.09

5.7%

13.6

.78

5.4%

1002.1

30.5

755.2

22.4

1050.3

M Y

32.7% i 35.4%

3.0% I 3.0%

35.0%

3.3%

48.5% 47.5%

50.2% I 52.3%

50.4%

49.4%

574.1 | 5465s
602.5 I 594.4

605.0

B212

G.9% i 6_0%
10.5% I 7.8%
10.5% | 7.a%

7.4%

11.5%

11.6%

602.8

32.5

547.2

27.9

491.6

26.9

36.1%

5.4%

35.6%

5.1%

355%

5.5%

38.0%

61.6%

40.9%

58.6%

41.8%

57.8%

406.8

467.6

438.0

490.5

4B8.6

519.4

9 1 %

12.9%

12.9%

8.1%

10.8%

10.8%

7.1%

9.5%

9.5%

CAPITAL STRUCTURE as d6/30/07
Total Debt $497.8 mill. Due in 5 Yrs $275.0 mill.
LT Debt $355.5 mill. LT Interest $20.0 mill.

(Total interest coverage: 3.1x)

Leases, Uncapitalized Annual rentals $9 mill.
Pension Assels~9/06 $248.1 mill.

Oblig. $282.1 mill.
Pfd Stock $.6 mill. Pfd Div 'd $.05 mill.

Common Stock21,633 B11 she.
as of 7/27/07

UARKEr CAP: $700 million (Small Cap)

2005 2006 6/30/07

50.8
409.0
459.8

36.4
362.9
399.3

6.0
418.1
424.1

CURRENT POSITION
($MILL)

Cash Assets
Other
CurrentAssets

138.4
110.7
115.5
365.6
293%

12B.5
142.3
93.B

364.7
280v

103.3
207.5
120.1
430.9
285%

Accts Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

Past
Yrs.

1 6 . 0 7
3 . 0 %
8 . 5 %

5 %
3 . 5 %

ESt'd '04-'06
it '1 M12

5. 5%
7 . 0 %
2 . 0 %
2 . 5 %
5. 0%

Past
10 Yrs.

1 0 . 0 %
1 . 0 %
3 . 0 %
1 . 0 %
3 . 0 %

ANNUAL RATES
al flange (pa sh)
Rev enues
"Cash Flow"
Eamings
Div idends
Book Value

Fiscal
Year

Ends

QUARTERLY REVENUES ts mill*
Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

200s

2007

2008

245.1

3 1 1 3

330.5

457.9

485

1 9 7 5

265.7

269.0

261.7

4 8 5

332.8

442.5

6B9.2

539.6

a s s

475.0

576.5

708.8

700.8

485

1250.3

1597.0
1997.6

1960

1940

Fiscal
Year

Ends

EARNINGS PER SHARE A B F

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004
2005

200s

2007

2008

.19

.29

.13

.43

. 2 0

d.28

d.24

d.04

d.14

d.15

1.12

1,06

1,05

.97

1.07

.87

.79

1.23

.89

.98

1.82

1.90

2.37

2.15

2.10

Cal-
endar

QUARTERLY DNIDENDS PAID e I

Mar.31 Jlln.30 SeD.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.335

.34

.345

.355

.335

.34

.345

.355

.365

.335

.335

.34

.345

.365

.335

.34

.345

.355

.355

1.34

1.36

1.38

1.41

3.9%

70%

1.8%

83%

1.0%

89%

.2%

98%

Lev. | NMF
83% 113%

3.1%

74%

2.7%

73%

3.1%

72%

5.1%

59%

3.5%

68%

3.0%

71%

Retained to Com Eq

All Div 'ds to Net Pro!

3.5%

67%

60%, commerc ia l and industr ia l,  25%, t ransportat ion,  1%, other,

14%. Has around 3,880 employees. Off icers and directors own as

proximately 7.0% of common shares (1107 proxy). Chairman, Chief

Executive Offoer, and President Douglas H. Yaeger. Inoorporaled:

Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Td-

ephone: 314-M2~0500. Internet: www.ladedegas,oom.

BUSINESS: Ladede Group.  Inc . ,  is  a  ho lding company fa  Ladede

Gas, which distributes natural gas in easter Missouri ,  inducing the

ci ty  of St.  Louis, SL Louis County, and parts  of 10 other counties.

Has  roughly  631 ,000  cus tomers .  Purchased SM&P fo r  approxi -

mate ly  $43 mi llion (1102).  Therms so ld and t ransported in f i sca l

2006: 1,02 mill.  Revenue mix for regulated operations: residential,

l a r g e l y
sources  (LER) ,

w h e n  m a r g i n s  w e r e  s u b -
as

S e r v i c e  C o m m i s s i o n .  T h e  m e a s u r e ,  e f -
f ec t i ve  Augus t  l e t  o f  t h i s  yea r ,  w i l l  gene r a -
te  add i t i ona l  annua l  r evenues  o f  $3866  m i l -
l i o n .  ( T h e  c o m p a n y  l a s t  r e c e i ve d  s u c h  a
r a te  h i ke  i n  2005 . )
P r o s p e c t s  o v e r  t h e  n e x t  t h r e e  t o  f i v e
ye a r s  a r e  l a c l d u s t e r .  T h e  c u s t o m e r  b a s e
f o r  L a c l e d e  G a s  h a s  e xp a n d e d  a t  a  s l u g -
g i s h  p a c e  f o r  s o m e  t i m e ,  l e a d i n g  u s  t o  b e -
l i e ve  t h a t  i n t e r n a l  g r o w t h  h e r e  w i l l  r e m a i n
m o d e r a t e .  A s  s u c h ,  a n y s u b s t a n t i a l  g a i n s
w i l l  h a v e  t o  c o m e  f r o m  t h e  u n r e g u l a t e d
bus i nes s es  o r  f r om  ac qu i s i t i ons ,  s c enar i os
w e  d o n ' t  s e e  h a p p e n i n g  a n y t i m e  s o o n .
T hus ,  annua l  s ha r e - ne t  advanc es  m ay on l y
b e  i n  t h e  l o w - s i n g l e - d i g i t  r a n g e  o ve r  t h e
2010-2012 per i od.
I n c o m e - o r i e n t e d a c c o u n t s m a y b e
d r a w n  t o  t h e  d i v i d e n d .  F u r t h e r  i n -
c r e a s e s  i n  t h e  d i s t r i b u t i o n  c o u l d  b e  m i n i -
m a l ,  h o w e ve r ,  g i ve n  t h e  u n i n s p i r i n g  l o n g -
t e r m  vi e w  f o r  t h e  r e g u l a t e d  u n i t .
T h e s e  s h a r e s ,  r a n k e d  3  ( A v e r a g e )  f o r
T i m e l i n e s s ,  a r e  n o w  t r a d i n g  w i t h i n
o u r  3 -  t o  5 - y e a r  T a r g e t  P r i c e  R a n g e .
T he  good- qua l i t y s toc k ' s  h i gh  yi e l d  r e f l ec t s
the  c om pany' s  s ubpar  g rowth  p ros pec ts .
F r e d e r i c k  L .  H a r r i s ,  I I I  Se p t e m b e r  1 4 , 2 0 0 7

I t  a p p e a r s  t h a t  e a r n i n g s  f o r  L a c l e d e
G r o u p  w i l l  b e  l o w e r  i n  f i s c a l  2 0 0 7
( e n d s  S e p t e m b e r  3 0 t h ) .  T h a t  c a n  b e
t raced t o  L a c l e d e  E n e r g y  R e -

w h i c h  has  no t  pe r f o r m ed  as
we l l  as  l as t  yea r ,
s t a n t i a l l y  h i g h e r a  r e s u l t  o f  s u p -
p l y / d e m a n d  i m b a l a n c e s  a r i s i n g  f r o m  t h e
s e ve r e  2 0 0 5  G u l f  C o a s t  h u r r i c a n e s .  F u r -
t h e r m o r e ,  r e s u l t s  f o r  S M & P  U t i l i t y  R e -
s o u r c e s  a r e  b e i n g  w e i g h e d  d o w n  b y h i g h e r
operat i ng expenses .
B u t  t h e r e  h a s  b e e n  a  b r i g h t  s p o t .
Lac l ede  G as ,  t he  c o r e  s ubs i d i a r y,  i s  bene -
I i t i n g  p a r t l y  f r o m  h i g h e r  v o l u m e s  f r o m
en t i t i es w i t h i n t h e servi ce t e r r i t o r y
( r e f l ec t i ng  c oo l e r  t em per a tu r es ) ,  A  dec l i ne
i n  t h e  p r o vi s i o n  f o r  u n c o l l e c t i b l e  a c c o u n t s
has  a l s o  he l ped here .
S t i l l , c o n s o l i d a t e d s h a r e n e t  m a y
d e c r e a s e  a b o u t  9 % ,  t o  $ 2 . 1 5 ,  i n  f i s c a l
2007 .  T he  c om par i s on  w ou l d  be  qu i t e  d i f f i -
c u l t ,  t h o u g h ,  g i v e n  L E R ' s  e x c e p t i o n a l
s how i ng  l as t  yea r .  T he  bo t t om  l i ne  f o r  next
ye a r  m a y b e  a r o u n d  t h e  s a m e  l e ve l  a s  f i s -
cal  2007.
A  r e q u e s t  f o r  a  g e n e r a l  r a t e  i n c r e a s e
w a s  g r a n t e d  b y  t h e  M i s s o u r i  P u b l i c

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

To s ubs c r i be  c a l l  1 -1 0 0 -1 3 3 -0 0 4 5 .

B+

95
5 5
65

(C) Dividends historically paid in early January,
April, July, and October. l Dividend reinvest-
ment plan available.
(D) Incl. deferred charges. In 0G: $256.8 mill.,

K

27.9
22.4

Target Price Range
2010 2012

B0

60
50
40

30
25
20

15

10

-7.5

I I I

(A) Fiscal year ends Sept, 30th. $12.02lsh,
(B) Based on average shares outstanding thru. (E) In millions. Adjusted for stock split.
'97, then diluted. Excludes nonrecuMng loss: (F) Qtly. egg. may not sum due to change in
'06, 7¢ Next earnings report due late October shares outstanding.

.r 2007, Value Line Publishing, Inc. All right resented. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non~commerdal, internal use, No pan
of it may be reproduced, resold. stored nr transmuted in any primed, electronic or other form, or used lot garerating or marketing any primed or electronic publication, senrtce or product.
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119.44

4.10

2.80

1.44

113.20

4.40

3.10

1.52

113.35

4.45

3.15

1.60

Revenues per sh A

"Cash FloW" per sh

Earnings per sh B

Div'ds Decl'd per sh C l

117.65

4.60

3.35

1.84

1.92

2250

1.95

24.50

1.95

26.65

Cap'l Spending per sh

Book Value per sh D

1.85

33.25

27.63 28.00 28.50 Common Shs 0utst 'g E 30,00

16.1

.86

3.2%

Bold ff

Value

destin

:res are

Ume

ales

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Weld

14.0

.95

4.5%

3299.6

78,5

3170

as.5

3230
91.5

Revenues ($mill) A
Net Proflt (small)

3530

105,0

38.9%

2.4%

390%

2.8%

39.0%

2.8%

Income Tax Rate

Net Profit Margin

40.0%

2.9%

34.8%

55.2%

32.8%

67.2%

30.6%

69.4%

Long-Term Debt Ratio

Common EquityRatio

27.3%

72. 7%

9540

934.9

1020

955

1095

975

Total Capital($miII)
Net Plant ($mill)

1375

1030

9.6%

12.6%

12.6%

9.5%

13.0%

13.0%

9.0%

12.0%

12.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.0%

10.5%

10.5%

2001 2002
76.82

3.18

1.95

1.17

66.17

3.21

2.09

1.20

1.56

13.20

1.53

13.06

26,55 27.67

14.2 14.7

.73 .80

4.2% I 3.9%

2045.4 1 1830.8

52.3 56.8

38.0%

2.6%

3B.7%

3.1%

50.1%

498%

50.6%

49.4%

706.2

743.9

732.4

7584

8.5%

14.8%

14.9%

8.7%

15.7%

15.7%

2003
93.43

3.58

2.38

1.24

1.71

15.38

27,23

14.0

.80

3.7%

2544.4

65.4

39.4%

26%

381%

61 .9%

676.8

852.6

10.7%

15.6%

15.6%

2004
91.33

3.75

2.55

1.30

2.17

16.87

27.74

15.3

.81

3.3%

2533.6

71.5

39.1%

2.8%

403%

59.7%

783.8

880.4

101%

153%

15.3%

2005
114.29

3.92

2.65

1.36

1.92

15.90

27.55

168

,89

3 1 %

31483

74.4

39.1%

2.4%

42.0%

58.0%

755.3

905.1

11.2%

170%

17.0%

1991 1992 1993 1994 1995 1996 1997 1 9 9 8 1999 2000
15,99

1.58

,55

1.00

16.88

1.95

1.09

1.01

18.02

2.14

1.15

1.01

19.22

2.31

1.26

1.01

17.03

2.13

1.29

1.01

20.22

2 2 2

1 ,37

1.03

25.97

2.45

1.48

1.07

26.59

2.60

1.55

1.09

33.98

2.79

1.56

1.12

44,13

2.99

1,79

1.15

2.91

8.57

1.99

9.44

231

9.81

2.10

9.64

1.77

9.70

1.78

10.10

1.72

10.38

1 6 0

10.88

1.81

11.35

1.85

12.43

20.95 24.43 25.23 25.95 25.59 27,13 26,82 2572 26.61 26.39

22.3

1.42

8.1%

12.4

.75

7.5%

1 5 1

.89

5.8%

13,0

.85

8.2%

11.7

.78

6.7%

13.6

.85

5.6%

13.5

.78

5.3%

15.3

.80

4.6%

15.2

87

4.5%

14.7

.96

4.4%

696.5

41.5

710.3

43.3

904.3

44.9

1164.5

47.9

33.3%

8.0%

30.4%

6.1%

362%

50%

37.8%

4.1%

493%

47.1%

51 .2%

45.8%

481%

51.2%

47.0%

52.9%

590.6

859.4

638.2

680.0

590.4

7054

620.1

730.6

8.5%

13.9%

14.3%

8.1%

13.9%

14.4%

9.0%

14.8%

14.8%

90%

145%

145%

CAPITAL STRUCTURE as of 6/30/07
Total Debt $565.8 mill.  Due in 5 Yrs $300.0 mill,
LT Debt $334.5 mill. LT Interest $17.0 mill.
Ind. $7.4 mill. capitalized leases.
(LT interest earned: 6.0x, total interest coverage:
6.0x)
Pension Assets-9/06 $95.8 mill.

Obllg. $103.7 mill.

P fd Stock None

Common Stock 28,063,442 she.
as of 8/1/07
MARKET CAP: $1.4 bi llion (Mid Cap)

2006 6/30/072005

5.0
960 .5
965 .5

5.7
805.6
B11 .3

CURRENT POSITION
($MILL.)

Cash Assets
Othe r
Current  Assets

25 .0
927.8
952.8

53.7
231 .3
471 .5
756 .7

5 5 0 %

46.8
284 .4
566 .0
897 .2
5 7 0 %

54.7
177.4
744 .2

976.3

6 6 0 %

Acc ts  Payable
De bt  Due
Othe r
Current  L iab.

Fix.  Chg.  Cov .

Est 'd '04-'06
to '10-'12

1.5%
2 . 5 %
4. 0%
5 . 0 %

10.5%

Pas t
10 Yrs.

19 .0%
6 . 0 %
7 . 5 %
3 . 0 %
6 . 5 %

Pas t
yrs.

16 .0%
5 . 5 %
8 . 0 %
3 . 5 %
8.5%

ANNUAL RATES
cf change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div idends
Book Va lue

Fiscal
Year
Ends

QUARTERLY REVENUES Is mill.) A
Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

200s

2007

200s

4154

684.9

5355
7391
750

43&5
5443

5364

6654

675

6430

8544

1164

74m5

765

1037

1065

1064

1024

1040

2533.6

3148.3

3299.6

3170

3230

Fiscal
Year
Ends

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2004

2005

2006

2007

2008

.06

.07

d.14

d.18

d,30

B7

.91

1.23

1.01

1.20

d.20

d.17

d.43

d.60

d.65

1.82

1.84

2.14

2.87

2.90

2.55

2.65

2.80

3.10

3.15

Cal-
endar

QUARTERLY DIVIDENDS PAID CI

Mar.31 J un.3 0  Se p.3 0 Dec.31

Full
Year

2003

2004

2005

2006

2007

.31

.325

.34

.36

.31

.325

.34

.36

.38

.31

.325

.34

.36

.38

.31

.325

.34

.36

.38

1 2 4

1 3 0

1.36

1.44

4.0%

73%

4.4%

71%

50%

67%

5.4%

83%

6 4 %

59%

6.9%

56%

7.7%

51%

7.B%

49%

8,5%

50%

6.3%

50%

6.5%

48%

6.0%

50%

Retained to Com Eq

All Div'ds to Net Prof

5.0%

54%

and electric utility, 37% off~system and capacity release). N.J. Natu-
ral Energy subsidiary provides unregulated retail wholesale natural
gas and related energy sacs. 2006 de. rate: 27%. Has 766 employ.
Off.ldir. own about 2% of common (12106 Proxy). Chrmn, and CEO:
Laurence M. Downes, Inc.: N.J. Adar.: 1415 Wyckoff Road, Wall,
NJ 07719. Tel.: 732-93B~1480. Web: www.njresourt:es.com.

BUSINESS: New Jersey Resources Corp. is a holding company
providing retail wholesale energy sacs. to customers in New Jersey,
and in states from the Gulf Coast to New England, and Canada.
New Jersey Natural Gas had about 471,000 customers at 9/30/05
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal
2006 volume: 102.8 bill. cu. ft. (58% firm, 7% interruptible industrial

c o n s e r v a t i o n  e f f o r t s .  H o w e v e r ,  t o p - l i n e  r e -
d u c t i o n s  s h o u l d  h a v e  l e s s  o f  a n  e f f e c t  o n
e a r n i n g s  d u e  t o  t h e  C o n s e r v a t i o n  I n c e n -
t i v e  P r o g r a m .  T h i s  p l a n  s h e l t e r s  t h e  b o t -
t o m  l i n e  f r o m  b o t h  w e a t h e r -  a n d  n o n -
w e a t h e r - r e l a t e d  i s s u e s .
P r o v i s i o n s  a r e  b e i n g  m a d e  t o  l i f t  r e v e -
n u e s . S o  f a r  i n  f i s c a l  2 0 0 7 ,  5 , 5 0 0  n e w  c u s -
t o m e r s  h a v e  b e e n  a d d e d ,  a n d  N O R  e x p e c t s
t h a t  n u m b e r  t o  r e a c h  9 , 0 0 0  b y  y e a r e n d .
F u r t h e r m o r e ,  t h e  c o m p a n y ' s  e n t r y  i n t o  a
p a r t n e r s h i p  w i t h  S p e c t r a  E n e r g y  t o  p r o -
v i d e  s t o r a g e  s e r v i c e s  l o o k s  p r o m i s i n g .  T h e
n a t u r a l  g a s  s t o r a g e  f a c i l i t y  w i l l  h a v e  a c -
c e s s  t o  b o t h  t h e  T e x a s  E a s t e r n  a n d  D o m i n -
i o n  p i p e l i n e  s y s t e m s .  T h e  p r o j e c t  w i l l  c o s t
$ 2 5 0  m i l l i o n ,  a n d  w i l l  h a v e  u p  t o  1 2  b i l l i o n
c u b i c f eet o f  s t o r a g e  c a p a c i t y .  I t  i s  e x p e c t -
e d  t o  b e  o p e r a t i o n a l  i n  2 0 0 9 .
H o w e v e r ,  t h e s e  s h a r e s  h a v e  l i t t l e a p -
p e a l . T h e  e q u i t y  i s  r a n k e d  t o  u n d e r p e r -
f o r m  t h e  b r o a d e r - m a r k e t  a v e r a g e s  f o r  t h e
c o m i n g  y e a r .  F u r t h e r m o r e ,  s i n c e  o u r  . T u n e
r e p o r t  i t s  p r i c e  h a s  d r o p p e d  5 % - 1 0 % ,  b u t
i t  i s  s t i l l  t r a d i n g  w i t h i n  o u r  T a r g e t  P r i c e
R a n g e ,  t h u s  l i m i t i n g  a p p r e c i a t i o n  p o t e n -
t i a l  t O  2 0 1 0  2 0 1 2 .
B r y a n  F o n g S e p t e m b e r  1 4 , 2 0 0 7

N e w  J e r s e y  R e s o u r c e s '  r e s u l t s  o v e r
t h e  f i r s t  n i n e  m o n t h s  o f  f i s c a l  2 0 0 7
( y e a r  e n d s  S e p t e m b e r  3 0 t h )  h a v e  b e e n
s o l i d . E a r n i n g s  o v e r  t h i s  t i m e f r a m e  i n -
c r e a s e d  a p p r o x i m a t e l y  1 5 % ,  t o  $ 3 . 7 0  a
s h a r e .  T h e  m a j o r i t y  o f  t h e  g a i n s  w e r e
d r i v e n  b y  a  l a r g e r  p o r t f o l i o  o f  p i p e l i n e  &
s t o r a g e c o n t r a c t s a n d t h e c o m p a n y ' s
a b i l i t y  t o  t a k e  a d v a n t a g e  o f  m a r k e t  v o l a t i l -
i t y .  D u e  t o  t h e  g e o g r a p h i c  d i v e r s i t y  o f  i t s
h o l d i n g s ,  t h e  e n e r g y  s e r v i c e  d i v i s i o n ' s  c o n -
t r a c t s  b e c o m e  m o r e  v a l u a b l e  w h e n  p r i c e
c h a n g e s  o c c u r  b e t w e e n  a r e a s ,  c r e a t i n g  a r -
b i t r a g e  o p p o r t u n i t i e s .  T h i s  s e g m e n t  n o w
r e p r e s e n t s  a b o u t  4 5 %  o f  t h e  b o t t o m  l i n e .
A s  i s  c o n s i s t e n t  w i t h  t h e  s e a s o n a l  n a t u r e
o f  i t s  b u s i n e s s ,  N J R  w i l l  l i k e l y  p o s t  a  l o s s
i n  t h e  S e p t e m b e r  p e r i o d .
W e l o o k  f o r  t h e  a n n u a l  e a r n i n g s  t a l l y
t o  a d v a n c e  a p p r o x i m a t e l y  1 0 %  t h i s
y e a r .  R e v e n u e s  w i l l  l i k e l y  d e c l i n e  i n  2 0 0 7
a n d  g r o w  a t  a  s l o w e r  p a c e  i n  f u t u r e  y e a r s ,
o w i n g  t o  w a r m e r - t h a n - n o r m a l  w e a t h e r .
N o r m a l  i s  b a s e d  o n  t h e  Z 0 - y e a r  a v e r a g e
t e m p e r a t u r e .  S o  f a r  t h i s  y e a r ,  t e m p e r a -
t u r e s  h a v e  b e e n  r o u g h l y  5 . 5 %  w a r m e r
t h a n  t h e  n o r m .  A l s o ,  t h e r e  i s  t h e  p o t e n t i a l
f o r  a  l o w e r  l e v e l  o f  g a s  u s a g e  b e c a u s e  o f

Apri l, July, and October. l Dividend reinvest-
ment plan available.
(D) Includes regulatory assets in 2006: $323.0
million, $11.70lshare

(E) In millions, adjusted for split. A
100

70
95

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

26.8
21.0

T a r g e t  P r ic e  R a n g e
2 0 1 0 2 0 1 2

120
100
B0
64

48

32

24
20
15

12

hl HU
I

(A) Fiscal year ends Sept 30th,
(B) Diluted earnings. Next earnings report due
late Of.
(C) Dividends historically paid in early January,
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ÌI

278.7
azan

.o
aaao
1350

Cll-
andlr

EIRIIIIIGSPERSIIIRE*
u:1-.a1 Jun.30 809.30 n¢31

Fill
Yu!

2oo4
zoos
:Aus
2007
m e

IV
1.08
1.
1.29
1.1:
1.11

.44 d.26
.35 a.0s
.41 .39
.40 . u
M .JO

.as

.98

.94

.93

.95

m
229
3.03
2.lo
i n

Cll-
andar

au|l1E|uvn|v|zunsrAm»-
I||r.31 Junlll Il1¢.31

Fill
Yu

am
am
2005
m s
2001

. .465

. .465
. . .465

.465

.465
ass
465
.465
465

465
465
465
.465

. .465

.465

.465 .

.465

.465

.465

1.85
1.86
1.85
1.ss

1_5*
55*

5.4*
m

61%
aw.

l.5'/a

s o .

7.9* was

51* was
1_5*
mass

211.
w s

2 3 %

Aus

S n
65*

w s
was

aux
a n

lllllndhllllliq
ulwaunnrnuf

i n
ws

BU8llE88:Nioov Ino. isahololngoomoanyuuil1gasdstriautionas induct¢Tml:icaI
M m m w N W Q Z 1 n i o n m d o m e n l n n o l t l m v ¢ n n l» n . u n 1 1 u l¢ ln u n 0 u l l ¢ lg . 1 / a s ; o n n u a a a u l i 1 g . s . l 8 _ a
IM  we  sum  l lnda .  2008  gas  ddivued:  438 .7  Ba .  ka .  zos .o  Ba Md gas  E&P,  8493 .  Has  about a .soo em ployee .  Ol l ld i r .  own

l l 1 o u l 1 . 7 * d m l l \ m u l l l o d L ( 3 I l I 7 I I l h H l y ) . C 0 l i l m l 1 l l l C E O 2
o o m m lld d ,  la s s .  In o n u .  2 * .  p a - d v d  wlwMf lo  p ip o h n :  Nl l - Rnll mow. l1 \C.2  lliida Aoomum 1844 Fans Road.  Naoaev la.  I

url Gr Fipaina.  Horizon Fif ine.  am! TGPC. 0111aM operations hots 80583. Tdoohono: 830-305-9500. Inlomort wuw.nioor.oom

for manipulating earnings through fraudu-

N ic o r repor ted f la t June-per iod
bottom-line results. The top line regis-
t e red  so l id  g rowth,  but  p ro f i t s  we re
dragged down by weak results In the gas
dlslr union and shipping d-

the company had less tax bene-

last year, when the
million to settle civil

eamlngs will proba-
bly tally,

wholesale natural
the company will

Nicor's cost cutting
to contr ibute to

result

in through cost containment.

Zion. Indeed, better cost control will likely

Fender executives have been charged
with fraud by the SEC. Speclllcall , the
SEC is investigating these armer ohms

lent transactions. Those char ed include
former CEO Thomas F ls e r . CFO
Kathleen Halloran, and Treasurer George
Behrens. Note that the former executives
plan to contest the charges. This follows

gal troubles at Nicer
company paid $10
charges for °"§= in In accounting fraud.
Results Zhou dgbegin to improve start-
ing in 2008. All.h0\.l%_h
likely need rate belle somewhere in this
time tame, we believe
init iat ive should begin
gains in 2008. What's more, the company's
opus on better utilizing its resources may

also spur growth. Moreover, Nlcor's diver-
slHcd business should benellt top- and
bottom-llnc expansion.
These  sha res  a re  rank ed  to  la t he
market in the year ahead. All mF...  we
be l ieve  inves to rs  should  s tay on the
sidelines until some of NIcorls problems
are resolved.
Richard Gallagher September 14, 2007

l businesses.
d1[10na]IY_
Hts oval able this year, which also weighed
on results.
The remainder of 2007 doesn't look
much better. Indeed,

be down from 2006's which
benefited from a strong perfonnance in

'8= l'l'l8l"kBlll"IF. More-
over, base rates. w Is with re tel'  from
regulatory bodies can boost prolltabllltg.
wt I probably remain unchanged. Bad do t
and if costs will likely continue to offset
gains registered In the gas deliveries seg-
ment for the remainder of the year. As a

of the recent challenges. we have
lowered our share-net estimate by a nick-
el, to $2.80 a share.
Managem ent  has  been t rying  to  t r im
expenses. Nicor seems focused on improv-

margins
part icularly in the gas distr ibution dlvl-

be a key driver for 2007's results.
items tum dsnantiuued ans.: '93. 4¢. '95. 30¢.
Nm . due Ody November.
MnMnMmtuIimiy paid grid February.

. August. November. l Dividend reiwesl-

men plan avliable.(C) In millions. A
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2 0 1 0 2 0 1 2

120
100
80
64

48

32

24
20
16

12
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(A) Based on primary earnings thru. '95, then
diluted. End. nonrecurring gains/(loss): '97, 6¢,
'98, 11¢; '99, 5¢. '00, ($1.96), '01, 16¢, '03,
(2`l¢), '04, (52¢); '05, 80¢; '06, (17¢). ExcL
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53.0%

L0ng-Tenn Debt Ratio

Common Equity Ratio

48.0%

52.0%

1200

1525

Total Capital ($mill)
Net Plant ($mill)

1350

1650

7.0%

11.0%

11.0%

Return on Total Cap'l

Return on Shi. Equity

Return on Com Equity

7.0%

11.5%

11.5%

2004
25.69

3.92

1.86

1.30

5.52

20.64

27.55

16.7

.88

4.2%

707.6

50.6

34.4%

7.1%

46.0%

54.0%

1052.5

1318.4

5.9%

8.9%

8.9%

2005
33.01

4,34

2.1t

1 3 2

3.48

21.28

27.58

17.0

.91

3.7%

910.5

58.1

36.0%

6.4%

47.0%

53.0%

1108.4

1373.4

6.5%

9.9%

9.9%

2006
37.20

4.75

2.35

1.39

3.56

22.01

27.24

16.3

.88

3.7%

1013.2

53.4

36.4%

6.3%

46.3%

53.7%

1116.5

1425.1

7.0%

10.6%

10.6%

1991 1992 1 9 9 3 1994 1995 1996 1997 1998 1999
16.74

2.57

.67

1.13

14.10

3.25

.74

1.15

18.15

3.74

1.74

1.17

18.30

3.50

1.63

1.17

16.02

3.41

1.61

1.1B

16.86

3.86

1.97

1.20

15.82

3.72

m e

121

16.77

3.24

1.02

1,22

18.17

3.72

1,70

1.23

3.58

12.23

3.73

12.41

3.61

13.08

4.23

13.63

3.02

14.55

3.70

15.37

5 0 7

1802

4.02

16.59

47B

17.12

17.68 19.46 19.77 20.13 22.24 22.55 22.86 24.85 25.09

28.1

1 1 9

5.9%

27.0

1.64

5.7%

1 2 9

J e

5.2%

13.0

.85

5.5%

12.9

.86

5.7%

11.7

.73

5.2%

14.4

.83

4.5%

2 5 7

1.39

4 5 %

145

.83

50%

CAPITAL STRUCTURE as of 5/30107
Total Debt $619.1 mill.  Due in 5 Yrs $179.7 mill.
LT Debt $517.0 mill. LT Interest $31 0 mill

(Total interest coverage: 3.5x)

Pension Assets-12/06 $236 mill
oblige. $269 mill.
Pfd Stock None

Common Stock 26,5B0,275 she.
as of 7/31/07
MARKET CAP $1.3 billion (Mid Cap)

200s 6/30/072005

7 .1
316.6
323.7

135.3
134.7

55 .6

326.5

3 4 0 %

4 .9
156.6
t61 .5

66 .3
42 .1

105.3
213.7

NM F

5 .8
303 .0
308.B

113.6
129.6

98 .3
341 .5

3 4 9 %

CURRENT POSITION
($mILL.}

Cash Assets
Ot he r
Current  Assets

Acc ts  Payable
De bt  Due
Ot he r
Current  L iab.

F t .  Chg.  Cov .

Past
Yrs.
8 .0 ] /
3 . 0 %
3 . 0 %
1.5%
3 . 5 %

Pas t
10 Yrs.

6 .5%
2 . 0 %
2.0%
1.0%
4 . 0 %

Est 'd '04- '06
to '10-'12

6 .5%
5. 0%
7.0%
5 . 5 %
3 . 5 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div idends
Bo o k Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005
200s

2007

2000

262.0

341.4

336.9

342.7

355

81.4

106.7

114.9

120

125

254.5

308.7
390.4

394.1

405

1 0 9 1

153.7

171.0

183.2

190

70766

9 1 0 5

1013.2

1040

1075

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004
2005
2006
2007
200s

.95

.94

1.15.

1.18

1.21

d.30

d.31

d.35

d.33

d.33

1.24

1.44

1.4B

1.70

1.69

d.03

.04

.07

.10

.08

1.86
2.11
2.35
2.65
2.65

Cal-
endar

QUARTERLY DlVlDENDS PAID B l
Mar.31 JUn.3D Sep.30 Dec.31

F ul l
Year

2003

2004

2005

2005

2007

.325

.325

.345

.355

.315

.325

.325

.345

.355

.315

.325

.325

.345

.355

.315

.325

.325

.345

.355

1.27

1.30
1.32

1.39

361.8

4 3 1

416.7

27,3

455.8

44,9

32.9%

11.9%

31.0%

6.5%

354%

93%

46.0%

49.0%

45.0%

50,6%

46.0%

49.9%

748.0

8275

B155
894]

851.5

895.9

7.4%

10.7%

11.0%

5 0 %

5.1 %

8.0%

6.8%

9.7%

9.9%

3.6%

70%

NMF

118%

2.8%

74%

3.1 v.,

70%

3.5%

67%

19%

79%

2.6%

72%

2.7%

69%

31%

63%

4.2%

60%

5.0%

54%

5.0%

57%

Retained to Com Eq

All Div'ds to Ne! Prof

4.5%

i s %

Owns  loca l underground s to rage .  Rev .  breakdown:  res ident ia l,

55%, commerc ia l,  28%, industr ia l,  gas transportat ion,  and other,

17%. Employs 1,200. Fideli ty owns 14.9% of shares, Snyder Cap'l,

8.7%' 0f f . l d i r . ,  2 .0% (4 /07  p roxy ) .  CEO:  Mark  S.  Dodson. inc.:

Oregon.  Address :  220  NW  2nd Ave . ,  Por t land,  OR 97209.  Te le -

phone: 503-226~4211. Internet: www.nwnaturaLcom.

BUSINESS: Northwest Natural Gas Co, dis tr ibutes natural gas to

90 communities, 641,000 customers, in Oregon (90% of customers)

and in southwest Washington state Principal cities served; Portland

and Eugene, OR, Vancouver, WA. Service area population; 2.5 mill.

(77% in OR).  Company  buys  gas  supply  f rom Canadian and U,S.

producers, has transportation rights on Northwest Pipeline system.

tool as Northwest completes its work
reorganization program, now under way.
The program aims to reduce cost creep by
centralizing and standardizing the utility's
operations, while outsourcings new con-
struction and some other non-emergency
response work.
Earnings and dividend growth ought
to be above industry averages out to
2010-2012. Earnings should benefit from
Oregon's weather normalization and con-
servation clauses, which protect North-
west's profits from the effects of unusual
weather and lower usage due to conserva-
tion. And the state is extending the urban
density boundary to the southeast of Port-
land, the move will probably cause rapid
population and customer growth there.
Moreover, three new liquefied natural gas
plants in Northwest's territory could add
to its throughput by 2012.
These untimely, high-quality shares
may appeal to conservative accounts.
NWN's dividend yield is below the indus-
try average, but earnings growth should
be above average, producing worthwhile,
risk-adjusted total-return potential.
Sigourney B. Romaine September 14, 2007

Northwest Natural remains on track
for a record year. Earnings rose a bit in
the seasonally slow second quarter as a re-
sult of higher profits in the small gas
storage business. Gas distribution profits
were at roughly breakeven, as in the prior-
year period. First quarter earnings
benefited from $0.22 a share in profits
from the purchased gas adjustment in
Oregon. Northwest retains one third of the
difference between forecast and actual gas
costs in Oregon, whether at a profit or
loss; in Washington, 100% of gas costs are
passed through to customers.
We anticipate little change in earn-
ings over the balance of the year. Cus-
tomer growth was about 2.6% in the first
half of the year. While that's still about
double the national average, it's down
from last year. With the crisis in housing
continuing, customer growth will probably
continue to fall, while remaining above the
national average.
Earnings will likely be about the same
in 2008, barring another large gain from
astute gas purchasing in Oregon. Custom-
er growth will probably remain above 2%,
and costs should remain under good con

3 0 . 8
24 .3
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Company's Financial Strength
Stock's Price szabilixy
Price Growth Persistence
Eamings Predictability

100
(A) Diluted earnings per share. Excludes non- (B) Dividends historically paid in mid-February,
recurring items; '98, $0.15, '00, $041, '06, mid-May, mid-August, and mid-November.
($0,06), Next earnings report due early Novem- I Dividend reinvestment plan available,
Ber. (C) in millions, adjusted for stock split,
9 2007, Value Line Publishir, Inc. All riots resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER is NOT RE PONSISLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, non-commercial, internal use, No pan
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, orusedfor generating or marketing any primed or electronic publication, service or product.r Ill IIIE
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25.55

2.55

1.45

1,00

1,95

12.15
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Bold fig
Value
eslin

1aa5

105

35.0%

5.7%

49.0%

51.0%

1755

2100

7.5%

12.0%

12.0%

2003
18.14

2.04

1.11

.82

1.16

9.36

B7.31

18.7

.95

4.4%

1220.8

74.4

34.8%

6.1%

42.2%

57.8%

1090.2

1812.3

8.6%

11.8%

11.8%

2004
19.95

2.31

1.27

.es

1.85

11.15

76.67

16.6

.88

4.1%

1529.7

95.2

351%

6.2%

43.6%

58.4%

15149

1849B

7.8%

111%

114%

2005
22.96

2.43

1.32

.91

2.50

11.53

76.70

17.9

.95

38%

1761.1

101.3

33.7%

5.8%

414%

5BBly,

1509.2

1939.1

82%

115%

115%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
8.32

.78

.44

.44

8.91

107

.70

.46

10.57

1.14

.73

.48

1082

1.13

Se

51

8.76

1.25

.73

.54

11,59

1.49

.84

.57

12.84

1.62

.93

.61

12.45

1.72

.98

.64

10.97

1.70

.93

.CB

13,01

1.77

1.01

.72

17.06

1.81

1.01

.76

12.57

1.81

,95

.80

1.37

4.83

1,41

5.13

158

5.45

1.95

558

1.72

6.16

1.64

6.53

1.52

6.95

1.48

7.45

1.5B

7.B6

1.65

B,26

1.29

8.63

1.21

891

49.45 51.59 52,30 53,15 57,67 59.10 50.39 61.48 52.59 53,83 64.93 66.18

15.3

1.04

6.0%

12.3

.75

5.3%

15.4

,91

4.3%

15 ]

1.03

4.8%

13.8

.92

5.4%

13.9

.87

4.9%

13.8

.78

4.8%

16.3

.as

4.0%

17.7

1,01

4.1%

143

.93

5.0%

16.7

.86

4.5%

184

1.01

4.6%

26.85

2.65

1,50

1.04

Revenuesper sh A

"Cash Flow" persh

Earningsper sh B

Div'ds Decl'd persh Cl

30.65

2.95

1.70

1.16

2.05

12.40

Cap'l Spending per sh

Book Value per sh D

2.30

13.60

73.00 Common Shs 0utst'g E 71.80

:res are
Line
Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

22.0

1.30

3.5%

1950
110

Revenues ($milI) A
Net Profit ($mill)

2200

120

35.0%

5.6%

Income Tax Rate

Net Profit Margin

35.0%

5.5%

50.0%

50.0%

Long-Term Debt Ratio

Common Equity Ratio

48.7%

51.3%

1810
2150

Total Capital (swim
Net Plant ($mill)

1910

2350

7.0%

120%

12. 0%

7.5%

12.5%

12.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

775.5

55.2

765.3

60.3

686.5

58.2

830.4

64.0

1107.9

65.5

B32.0

62.2

39.1%

11%

39.2%

7.9%

391%

8.5%

34.7%

71%

345%

5.9%

33.1 %

7.5%

47.5%

52.4%

44.7%

55.3%

46.2%

53.8%

46.1%

53.9%

47.6%

52.4%

43.9%

56.1%

800.8

941.7

829.3

990.6

914.7

1047.0

978.4

1072.0

1069.4

1114]

1051.6

1158.5

8.9%

13.1%

13.1%

9.2%

13.2%

13.2%

8.1%

11.8%

11.8%

8.3%

12.1%

12.1 4

7.9%

111%

11.7%

7.8%

10.6%

10.6%

CAPITAL STRUCTURE as of 4/30/07
Total Debt $854.5 mill, Due in 5 Yrs $150.0 mill.
LT Debt $825.0 mill. LT lnteres!$50.0 mill.
(LT interest earned: 4.0x, total interest coverage:

4.0x)

Pension Assets-10/05 $211.9 mill.
Oblig. $236.3 mill.

P fd Stock None

Common Stock 73,909,836 she.

as of 6/4/07
MARKET CAP: $2.0 billion (Mid Cap)

2006 4/30/072005

7.1
497.8
504.9

1a2.B
193.5
152.3
52B.6

271%

8.9
457.1
476.0

80.3
170.0
150.1
400.4

2G1°/

10.4
375.0
385.4

101 .7
29.5

133.9
265.1

300%

CURRENT POS\TION
($mlLL.)

Cash Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Limb.

Fix. Chg. Cov.

Est'd '04-'06
to '10-'12

5.0%
3.5%
4. 5%
4.5%
3. 0%

Past
10 Yrs.

7.5°/
7.0%
5.5%
55 A
s 5 %

Past
Yrs.

11.0%
5.5%
50%
5.0%
55 /»

ANNUAL RATES
cf derange (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Fiscal
Year
Ends

QUARTERLY REVENUES (5 mill.) A
Jan.31 Apr.30 JLIL31 0ct.31

Full
Fiscal
Year

2004

2005

goos

2007

2008

214.7

232.9

237.9

336

275

213.8

339.6

282.2

340.2

345

618.8

680.5

921.4

677.2

800

482.4

508.0

483.2

531.6

540

1529.7

1761.1

1924.7

1885

1960

Fiscal
Year
Ends

EARNINGS PER SHARE AB F

Jan.31 Apr.30 Jul.31 0d.31

Full
Fiscal
Year

2004

2005

2006

2007

2008

d.21

d.07

d.08

d.08

d.04

d.11

d.06

d.1B

d.10

d.06

.54

.52

.57

.69

.65

1.03

.93

.94

.94

.95

1.27

1.32

1.27

1.45

1.50

Cal-
endar

QUARTERLY DIVIDENDS PAIDCl
Mar.31 Jun.30 Sep.30 Dec.31

F ull
Ye a r

2003

2004

2005

2005

2007

.208

.215

.23

.24

.208

.215

.23

.24

.25

.20

.208

,215

.23

.25

.208

.215

.23

.24

.25

.82

.85

.91

.95

4.6%

65%

4.7%

65%

3.3%

72%

3.5%

71%

3.0%

75%

1.7%

83%

31%

74%

31%

68%

3.5%

68%

2.8%

75%

3.5%

69%

3.5%

69%

Retained to Com Eq

All Div'ds to Net Prof

4.0%

69%

8.7 years. Non-regulated operations: sale of gas-powered healing

equipment, natural gas brokering, propane sales. Has about 2,051

employees. Officers & directors own less than 1% of common stock

(1107 proxy). Chairman, CEO, & President: Thomas E. Stains. Inc.:

NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tele

phone: 704-731-4226. Internet: www.piedmontng,com.

BUSINESS: Piedmont Natural Gas Company is primarily a regt

lated natural gas distributor, sen/ing over 1,016,000 customers in

North Carolina, South Carolina, and Tennessee. 2005 revenue mix:

residential (44%), commercial (26%), indusial (11%), other (ft%).

Principal suppliers: Transco and Tennessee Pipeline. Gas costs:

72.8% of revenues. '06 depress. rate: 35%. Estimated plant age:

incomeny may well garner additional
from off-system sales to other providers. In
turn, a large portion of these proceeds can
finance customer refunds, which would not
only boost the top line, but help increase
customer retention.
We look for year-to-year earnings ad-
vances to moderate in 2008 and
beyond.Even with an expanding custom-
er base, above-average temperatures are
affecting the top line. And most of the
margin improvements stemming from
cost-cutting efforts should be seen in the
current year. Thus, we anticipate future
share net gains to occur at a slower pace.
These shares are moderately appeal-
ing at this time. The equity's appreci~
action potential for the 3 to 5-year
timeframe is about average. And it is
ranked to perform in line with the overall
market for the year ahead. Investors with
an eye on capital preservation should note
the issue's Above-Average Safety rank (2),
and its top score for Price Stability, which
is evident in its stable quotation during
recent market downturns. Too, it offers an
attractive dividend yield.
Bryan Fong September 14, 2007

Piedmont Natural Gas likely posted
solid earnings advances in the first
nine months of fiscal 2007, in com-
parison to last year. Share-net losses are
probable in the third and fourth quarters,
as is the norm for this seasonal business.
The top line likely experienced a decline
sequentially, a trend that should continue
in the fourth quarter. However, margin
stabilization features, coupled with busi-
ness process improvements, have helped
spur cost savings and greater efficiency. In
fact, the company has reduced expenses by
5% so far this year. A11 told, we look for
the annual earnings tally to rise approxi-
mately 15% over last year.
The Hardy Storage Company, Pied-
mont's joint venture, is on schedule
for the 2007-2008 winter season. The
storage facility initiated service and began
accepting gas during the April period.
Hardy adds a cost-effective and diverse
underground storage asset to PNY's sup-
ply portfolio. At present, Piedmont is
trying to build sufficient reserves to serve
the North Carolina and South Carolina
markets during the upcoming winter
months. Should capacity allow, the compa-

r
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Company's Financial Strength
Stock's Price sxabnity
Price Growth Persistence
Earnings Predictability

B++

100
(A) Fiscal year ends October 31st (C) Dividends historically paid mid-January, $11.3 million, 15¢/share.
(B) Diluted earnings. Excl, extraordinary item: April, July, October. (E) In millions, adjusted for stock split.
'00, 8¢. Excl. nonrecuning charge: '97, 2¢. l Dived reinvest, plan available, 5% discount. (F) Quarters may not add to total due to
Next earnings report due early Nov. (D) Includes deferred charges. At 10/31/06: change in shares outstanding.
aw 2007, Value Line Publishing Inc. All rights resewed, Factual material is obtained from sources believed to be reliable and is provided without warranties al any kind. i
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. internal use. No pan
of it may be reproduced, resold. stored or transmitted in any printed. electronic or other form, service or product.

This publication is strictly for subscriber's own, non-commerciai,
or used for generating or marketing any printed or electronic IJubEcatiun.
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SOUTH JERSEY INDS. NYSE-S 34.02
RECENT
PRICE mm, 16.2('m':3:.ss12;3) 0.90

RELATIVE
PIE RATIO

DIV D
YLD 3.0%

VALUE
LINE

15.4
10.8

15.1
12.3

17.0
13.8

18.3
14,1

20.3
15.3

26.5
19.7

32.4
24.9

343
25.6

41,3
3124

z
TIMELINESS Lnwered9/14/07

SAFEW lowered1/4/91

TECHNICAL 3 Lnwered 1l26l07

BETA .70 (100=Market)

2010-12 PROJECT0N?T I
' \

Price Gain Nlgetu?na
High 45 (+30%l 10%
Low 35 (+5% 4 %
Insider Decisions

D N D J F M A M J
0 1 0 0 0 1 0 0 0
0 0 0 0 0 0 0 0 0
0 0 0 0 0 2 0 3 0

in Buy
Options
to Sell
In s t i t u t io n a l  De c is io n s
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III I I I II
1999 2001

17.50

1 8 4

1.01

.12

35.30

1.90

1.15

.74

2.19

s.14

2.B2

7.81

22.30 23.72

13.3

.76

5.4%

13.6

.70

4.7'/»

392.5

22.0

as1.s

26.8

42.8%

5.6%

42.2%

3.2%

53.8%

37.0%

57.0%

35.9%

405.9

533.3

515.2

607.0

7.4%

11.1%

14.6%

6.9%

12.1%

12.8%

I I

I |

IIll
|  I I
I

I 311I I I
I

I ' l l
1998
20.B9

1.44

.64

.72

3.06

6.23

21.56

21.2

1.10

5.3%

450.2

13.8

46.2%

3.1%

57.3%

33.5%

401.1

504.3

5.3%

8.1%

10.3%

I I I II

2003 2004 2005 200s
26.34

2.24

1.37

.78

29.51

2.44

1.58

.82

31.78

2.51

1.71

.as

a m
a.49
2.46
.92

2.36

11.26

2.67

12.41

3.21

13.50

2.51

15.11

26.46 27.76 28.98 29.33

13.3

.76

4.3%

14.1
.74

3.7%

16.6

.88

3.0%

11.9

.64

3.2%

596.8

34.6

519.1

43.0

921.0

48.6

931 .4

12.0

40.6%

5.0%

40.9%

5.2%

41.5%

5.3%

41.1%

7.7%

50.8%

49.0%

48.7%

51.0%

44.9%

55.1%

44.7%

55.3%

60B.4

74B.3

675.0

199.9

710.3

877.3

801.1

920.0

7.3%

11.5%

11.6%

7.9%

12.4%

12.5%

8.3%

12.4%

12.4%

10.1%

16.3%

16.3%

2000
22.43

1.95

1.08

.73

2.21

1.25

23.00

13.0

.es

5.2%

515.9

24.1

43.1%

4.8%

54.1%

37.6%

44a.5

562.2

7.4%

12.1%

14.8%

1 9 9 1 1992 1993 1994 1995 1 9 9 6 1 9 9 7

15.10
1.37
.64
.11

16,67

1,56

.a l

.11

17.03

1.54

.78

.72

17.45

1.35

.so

.72

16.50

1.65

.83

.12

16.52

1.54

.as

.12

16.18

1.60

.86

.12

2.11

6.77

1.69

8.95

1.s1

7.11

1.93

7.23

2.0a

7.34

2.01

8.03

2.30

6.43

18.48 19.00 19.61 21.43 21.44 21.51 21.54

14.5

.93

7.6%

13.2

.to

6.6%

15.8

.93

5.9%

16.1

1.06

7.4%

12.2

.82

1.2%

13.3

.83

6.4%

1a .a

.80

6.1%

33.75

1 4 0

u s

1.04

Revens per sh

"Cash Flw" par sh

Eamings Pu sh A

Dlv '4s Ded'd per sh l I

37.50

4.05

2.85

1.20

2.45
16.70

Clp'I Spending w sh
Book Value per sh c

3.15

17.95

30.50 Common Shs0uts1'g ° 32.00

:ms in
Una
Ilea

Avg Ann'I PIE Ratio

Relliive PE Ratio

Avg Ann'l Div'd Yield

14.0

.95

3.0%

1030

70.0

Revenues ($mIII)

Net FleEt (small)

1200

90.0

40.0%

5.8%

Income Tax Rate

Nd Profit Margin

40.0%

7.5%

44.0%

5s.0%

Long-Term Debt Ratio

Common Equity Ratio

42.5%
57.5%

910

1025

1r0uI Capital (swim
nu Plant (sum)

1000

1200

9.0%

13.5%

13.5%

Recur on Total Cap'I

Recur on Shr. Equity

Rnum on Com Equlty

10.5%

15.5%

15.5%

CAPITAL STRUCTURE as of 5/30/07
nun Debt $461.0 mill. DUI In 5 Yrs $14s.9 mill.
LT DGM $358.0 mill. LT Intenesi s22.0 mill.

(Total interest coverage: 5.4x)

Pension Asset-12106 s111.1 mol.
Obllg. $132.6 mill.

Pfd Stock none

Common Stock29,512,811 common she.
as d lI' llD7

MARKET CAP: s1.o billion (Mid Cap)

zoos s/solo1zoos

7 .9
363 .8
371 .7

101 .e
1 9 1 .0
1 2 4 .2
4 2 2 .8

5 2 7 %

5.1
292 .5
297 .6

85 .8
109.0
113 .5

308 .3

5 2 6 %

4 . 9
352 .6
357 .5

1 7 9 .0
1 4 9 .7

1 4 . 4
403.1

4 8 6 %

CURRENT POSITION
r wl u - l

Cash Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Liab.

F ix. Chg. Cov .

Past
10 Yrs.

Es¢'d '04-'05
10 '10-'12

3.0%
NMF
NMF
5.5%
4.5%

ANNUAL RATES
°f duane (vetsh)
Revenues
"Cash Flow"
Egmings
Dividends
Book Value

Past
5 Yrs.
4.5%
6.5%
9.5%
3.5%

13.5%

6.5%
5.5%
8.5%
2.0%
6.0%

Cal-
endar

quAI;T5RLy REVENUES (Smill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004
2005
200s
2007
2001

245.5
281.4
250.3
269.9
250

129.5
157.0
154.1
160
170

307.6
328.6
312.5
358.4
390

135.5
154.0
153.8
111.1
190

819.1
921.0
931.4
970

1030

Cal-
endar

EARNINGS PER svwzs A
llar.31 Jun.30 Sep.34l Dec.31

Full
Year

2004
2005
2o0s
20:7
2001

.50

.39
.69
.as
.50

.91

.96
1.06
1.30
1.25

.15

.21

.20

.21

.25

.02

.09

.51

.25

.35

1.5B

1.11

2.46

2.15

2.35

Cal-
endar

QUARTERLY DMDENDS PAID 11
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2o0s

2007

.395

.415

.438

.470

.193

.202

.213

.225

.245

.193

.202

.213

.225

.245

.78

. o z

.86

.92

2.1%

84%

NMF

1t2%

4.2%

12%

4.8%

67%

3.5%

76%

4.7%

62%

5.0%

57%

5.9%

52%

5.2%

50%

10.2%

37%

7.5%

45%

7.5%

45%

Retained to Com Et

All Div 'ds to Net PM

9.0%
43%

South Jersey Energy, South Jersey Resources Group, Marina En

erg,  and South Jersey  Energy  Serv ice Plus .  Has s11 employees.

Of l . Id i r .  mtl i .  1 .2% d  com.  shares ;  Dimens iona l  Fund Adv isors ,

a.3%_ Bardays. G.0% (3107 pouty).  Chrmn. s  CEO: Edward Gra-

ha m.  I no o rp. :  NJ .  Addre s s :  1  So uth J e rs e y  P la za ,  Fo ls o m,  NJ

08037. Tel.: 609-561-9000. Internet: .sjindustries.com.

BUSINESS: South Jersey Industries. Inc. is a holding company. Its

s ubs i di a ry ,  So ut h J e rs e y  Ga s  Co . ,  di s t r i but e s  na t ura l  ga s  t o

330 ,049  c us tomers  i n New J e rs ey 's  s outhe rn c ount i es ,  whi c h

covers 2,500 square miles and induces Atlantic  City. Gas revenue

mix '06: residential, 43%, commercial, 24%, cogeneration and elec-

tric  generation, 3% industrial, 30%. Non-uti li ty  operations include:

good-qualif . .
or tabxhty

impact of lower customer utilization. The
CIP augmented the bottom line by $1.4
million in the recent interim. Looking for-
ward, customer growth may ease to a dc-
8rce. owing to the housing slowdown.

despite this, we are optimistic about the
prospects for this business over the long
haul, as natural gas will likely remain the
fuel of choice within its service territory.
The °°"'p=g has announced a new
project for Erina Energy. Marina and
DCO Energy have formed an a reedment
with the Salem County Utilities Euthority
(SCUA) to construct, own, and operate a
facility that will generate electricity from
landfill methane gas in Salem County. The
companies will sell the project's electricity
to SCUA over a 20-year period. This facil-
ity will probably be constructed and opera-
ting by the third quarter Rf next year.
This stock is untimely. However, these

shares have superior scores
Price and Earnings Predic-

tability. This issue offers worthwllile total
return potential for a natural gas utility
company, and may interest investors look-
ing for exposure to its industry.
MichaelNapoli, CPA September 14,2007

South Jersey Industries reported
solid top-line growth for the second
quarter. This was a result of strength in
nonutility operations. as sales in these
businesses advanced roughly 35%. Reve
hue comparisons ought to remain favor-
able going forward, and we project a top-
line advance in the mid-single digits for
2007. Readers are advised that share
earnings are now based on economic earn-
ings, a non-GAAP measure that excludes
highly volatile unrealized gains and losses
from commodity derivative transactions.
As a result, bottom-line figures from 2007
onward are not directly comparable with
those from prior years.
Subsidiary South Jersey Gas has been
reporting mixed performance. Reve-
nues at this business decreased roughly
9% in the second quarter. A greater
decline in operating costs resulted in im-
proving margins, and operating income ad-
vanced 17%. This was partly due to the
Conservation Incentive Program (CIP),
which continues to benefit performance.
This initiative allows South Jersey Gas to
promote energy conservation, while in-
sulating the company from the negative

Target Price Range

llllllll IIII

comic earnings thereafter. GAAP EPS: Q1
(A) Based on GAAP EPS through 2006, Eco (B) Dividends paid early Apr., Jul., Oct., and

late Dec. l Div. reinvest. plan avail. (C) Incl
2007, $0.92. QS 2007, $0.37. Excl. nonrecur regulatory assets. At 6130107z $228.2 mill
gain: '01, $0.13. Excl gain (losses) from dis $7.73 per shi. (D) In millions, adjusted for split

e 2007, Value Line Publishing, Inc. All rights resewed. Factual material is obtained loom sources believed to be reliable and is provided without warranties al any kind
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. noncommercial, internal use. No pan
al it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, service or product

This publication is strictly lot subsclibef's own,
of used for generating nr marketing any pfinled nr demonic publication,



nosE-swxSOUTHWEST GAS 29.11
RECENT
PRICE

PIE
RATIO 13.5(L':3"s 3)@4480.75

DIV'D
YLD 3.0%

VALUE
LINE

29.5
20.4

23.0
16.9

24.7
18.6

25.3
18.1

23.6
19.3

26.2
21.5

28.1
23.5

39.4
26.0

39.9
26.55TIMELINESS Lowewed Bi17I07

SAFEW 3 Lowered 1l4l91

TECHNICAL 4 Luwered Bl10I07

BETA as (10o=markezl

2010-12 PROJECTIONS
Ann'l Total

Price Gain Return
High 60 (+105% 22%
Low 40 (+35% 11 %

Insider Decisions
O N D J F M A M J
1 0 0 0 0 1 0 0 0
1 8 2 3 0 3 0 0 0
1 8 4 3 0 5 0 1 1

to Buy
Options
to Sell

High :
Low:

19.9
14.9

20.3
16.1 z011

LEGENDS
2.00 x Dividalds 5 sh
divided b rlnteres Rate

. Relative ice Suenglh
OEIIDTISI Vas

haded area indicates recession
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1 yr.
3 yr.
5 yr.

THIS
STOCK
11.9
33.8
60.7

% TOT. RETURN8/07
VL An lm

INDEX
15.8
52.6

125 .5

I I | . |  . I i
Inst i tut iona l  Dee is ions

Aazoo6 102001 ZQZDIJT
to Buy 92 99 93
w Sell G5 62 79
Hld's[mH) 30129 29184 32178

9
s
3

Percent
shares
traded

I x I 11 IIIIII
III

I
.I

. |

IIl ' I I I I I

I I III I I
.

I I

I ml I | I 1lol I I I

I I I I I I I I I IIIII I I I I I I I IIIll
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

24.99

1.53

d.76

.ea

25.93

3.34

.al

.70

25.68

3.24

.63

.74

28.16

5.09

1.22

.a0

23.03

2.65

.10

.82

24.09

3.00

.25

.oz

26.73

3.85

.TO

.oz

30.17

4.48

1.65

.82

30.24

4.45

1.27

.oz

32.61

4.57

1.21

.oz

42.9a

4.79

1.15

.82

as.sa

5.01

1.16

.82

35.96

5.11

1.13

.a2

40.14

5.51

1.66

.82

43.59

5.20

1.25

.82

3.76

15.88

5.02

15.99

5.43

15.96

6.64

16,38

6.79

14.55

8.19

14.20

6.19

14.09

6.40

15.67

7.41

16.31

7.04

16.82

8.17

11.21

8.50

17.91

7.03

1a.42

8.23

19.1a

7.49

19.10

20.60 20.60 21.00 21.28 24 .41 26.73 27.39 30.41 30.99 31.11 32.49 33.29 34.23 36.79 39.33

7.0'/»

16.6

1.01

5.2%

26.5

1.51

4.4%

14.0

.92

4.7%

NMF

NMF

5.4%

69.3

4.34

4.7%

24.1

1.39

4.4%

13.2

.69

3.8%

21.1

1.20

3.1%

16.0

1.04

4.2%

19.0

.97

3.8%

19.9

1.09

3.6%

19.2

1.09

3 8 *

14.3

.76

3.5%

20.6

1.10

3.2%

2006
48.47

6.07

1.98

.oz

8.27

21.58

41.17

15.9

.as

2.6%

2024.1

a1.1

34.7%

4.0%

60.6%

39.4%

2287.8

2668.1

5.5%

9.0%

9.0%

2008 o VALUE UNE PUB., mc

54.55

5.60

2.25

.as

Revenues per sh *

"Cash Flow" per sh

Eamings per sh A B

Dlv'ds Ded'd per sh CI

58.95

1.20

2.70

.90

9.10

22.75

Cap'I Spmdlng per sh

Book Value per sh

9.45

25.25

44.oo Common She Outsfg ° 47.50

In: an
Ume
l t d

Avg Ann'I PIE Ratio

Relative PIE Mtg

Avg Ann'I Div'd Yldd

11.0

1.20

1.9%

z o o

95.0

Revenues ($mlII) *

n u  m m  ( s i n )
sum

125

35.0%

4.0%

income Tax Rate

Net Prost Margin

35.0%

4.5%

57.5%

42.5%

Long-Tem Dahl Rartlo

Common Equity Rllio

54.0%

46.0%

1350

JWO

Mal Capital ($mIII)

nm PlaM (small)

zoo
am

6.0%

9.5%

9.5%

Rel um on Total Cap'l

Recur on Shi. Equity

Recur on Com Equity

6.5%

10.5%

10.5%

732.0

20.8

917.3

41.5

936.9

39.3

1034.1

38.3

1396.1

37.2

1320.9

38.6

1231.0

38.5

1471.1

58.9

1714.3

4a.1

29.2%

28%

43.4%

5.2%

35.5%

4.2%

25.2%

3.7%

34.5%

2.7%

32.8%

2.9%

30.5%

3.1%

34.8%

4.0%

29.7%

2.8%

53.6%

31.5%

60.2%

35.3%

60.3%

35.5%

60.2%

35.8%

56.2%

39.6%

62.5%

34.1%

66.0%

34.0'/»

64.2%

35.8%

63.8%

36.2%

1224.1

1360.3

1349.3

1459.4

1424.1

1581.1

1489.9

1686.1

1417.6

1B25.6

1748.3

1979.5

1851.6

2175.7

1968.6

2336.0

2076.0

24B9.1

3.9%

4.7%

5.4%

5.8%

8.9%

10.0%

4.a%

7.0%

7.8%

4.6%

6.5%

7.2%

5.1%

6.0%

6.6%

4.3%

5.9%

6.5%

4.2%

6.1%

6.1%

5.0%

8.3%

8.3%

4.a%

6.4%

6.4%

CAPrrAL STRUCTURE as d Gl30I07

Total Debt $1333.7 mill. Due in 5 Yrs $454.8 mill.
LT Debt $1303.9 mill. LT lnterlst $93.0 mill.
(Told inlelesi noveraget 2.4x)

Pension Assets-17/06 $413.5 mil
Obllg. $534.9 mill.

Fid Slack None

Common Stock42,408.116 she.
as of lI1l0ll

IIARKET CAP: s1.z billion (Mid Cap)

zoos sr30/01zoos

18.8
482.8
501 .s

265.7
21.5

202.9
496.1

220%

20.1
281.4
308.1

101.9
29.8

286.7
424.4

226%

29.6
513.1
542.1

259.5
101.2
254.3
621.0

167%

CURRENT POSITION
(̀ ll1LL)

Cas Assets
Other
Current Assets

Adds Payable
Debi Due
Other
Current Limb.

Fix. Chg. Cov.

Past
s Yrs.

Past
la Yrs.

6.0%
4.5%

12.0%

4.5%
4.0%
6.0%

3.0%

ANNUAL RATES
a change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value 3.5%

Est'd '04-'05
h '1 ll-'12

5. 0%
4.0%
9. 0%
1.5%
4.0%

Cal-
endar

QUARTERLY REVENUES (5 mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

goos

goos

2001
2001

460.5

491.0

565.1

599.8

sao

264.5

313.3
351.8

380

425

473.4

542.9

676.9

793.7

850

278.7

361.1

430.9
42s.5

475

1417.1

1714.3

2024.7

2200

24oo

Cal-
endar

EARNINGS PER SHARE I

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

20os

2001

2001

d.51

d.43

d.26

d.20

d.15

1.1a

.88

1.11

1.11

1.22

1.23

.87

1.11

1.14

1.18

d.24

d.07

.02

d.01

Ni l

1.66

1.25

1.98

2.10

2.25

Cal-
endar

QUMRTERLY DIVDENDSPAID Us

Mar.31 Jun.30 Sell.30 Dec.31
Full
Year

2003

2004

2005

200s
2001

.205

.205

.205

.205

.205

.205

.205

.205

.215

.205

.205

.205

.205

.215

.205

.205

.205

.205

.205

.oz

.oz

.82

.az

NMF

107%

5.0%

50%

2.8%

64°/»

2.4%

67%

1.9%

71%

1.9y,

70%

1.7%

72%

4.3%

49%

2.2%

65%

5.3%

41%

5.5%

41%

s.ox

19%

Retained to Com Et
All nous to Net PM

7.0%

33%

terms. Sold PriMerit Bank (acquired in 1986) in July al 1996. Has
4,902 employees. Oticers 8- Directors mm roughly 1.4% Of com-
mon stop (3107 pow). Chairman: LeRoy c. Hanneman_ Jr. Chiel
Executive Olhcer. Jeffrey W. Shaw. incorporated: Calilomia. Ad-
dress: 5241 Spring Mountain Road, Las Vegas, Nevada 89193.
Telephone: 702 876-7237. Internet www.swgas.com.

BUSINESS: Southwest Gas Corporation is a regulated gas dis-
tributor serving approximately 1.8 million customers in sections of
Arizona, Nevada, and Calilomia. Comprised of two business seg-
ments: natural gas operations and construction services. 20os mar-
gin mix: residential and small commerda:, ask.. large commercial
and industrial, s%: transportation, 9%. Total throughput: 2.4 billion

should continue in the coming years, al-
though probably at the slower pace experi-
enced recently. Looking forward, we antici-
pale favorable comparisons for the remain-
der of the year. Revenues and earnings per
share ought to advance roughly 9% and
6%, respectively, for full-year 2007. This
pattern will probably continue to next
year, as well.
Investors should be aware of several
caveats. As Southwest Gas continues to
expand, it is likely to incur increased oper-
ating costs. Warmer-than-normal tempera-
tures may well also hurt performance. The
possibility of insufficient, or lagging, rate
relief remains another risk.
These shares have declined a notch in
T ime l iness ,  and  a re  now ranked  5
(Lowest). Nevertheless, we look for
steady annual growth in revenues and
share earnings in the coming years. Fol-
lowing the recent selloff, the stock has
above-average appreciation potential for
the pull to 2010-2012 and may appeal to
patient, risk-tolerant investors. Further-
more, this issue offers a more attractive
dividend yield at the current quotation.
Michael Napoli, CPA September 14, 2007

Shares of Southwest Gas have
dec l ined  ove r  20% s ince  our  June
review, as the company reported an un-
impressive performance for the second
quarter. Revenues were relatively flat,
compared to the prior year's period. Dur-
ing the past 12 months, Southwest Gas in-
creased its customer base by roughly
57.000, an advance of about 3%. This was
lower than in recent times, as customer
growth appears to have moderated some-
what. Operating expenses increased, and
the bottom line declined somewhat, to a
loss of $0.01 a share. Due to the seasonal
nature of the company's operations, such
losses are not unusual in the second and
third quarters.
We anticipate modest growth at
Southwest Gas going forward. SWX
has remained focused on obtaining rate
relief and improving rate design. Indeed,
the company anticipates filing rate cases
in California and Arizona in the near fu-
ture. This is encouraging, as Southwest
Gas depends upon such approved revenue
increases to help it cope with higher natu-
ral gas prices and to provide greater earn-
ings stability. Moreover, customer growth

(11¢); '06, 7¢. Ind. asset writedown: '93, 44¢.
End. loss from disc. ops.: '95, 75¢. NM egg.
report due early November. (C) Dividends his-
lorically paid early March, June, September,

December. l Div'd reinvest. plan avail. (D) In
millions.

B
100
Eu
65

Company's Financial Strength
Stock's Price Shblllty
Price Growth Persistence
Eamings Pnedictabillty

I.

26.9
17.3

Target Price Range
2010 2012

120
100
B0
64

48

32

24
20
16

12

I
ill

lllllll
lllllll

1 0-12

(A) incl, income for PriMerit Bank on the equity
basis through 1994. (B) Based on avg. shares
outstand. thru. '96, then diluted. Excl. nor rec,
gains (losses): '93, 8¢, '97, 16¢, '02, (10¢); '05,
n 2007, Value Line Publishing, Inc. All rights resewed, Factual material is obtained from sources believed I0 be reliable and is provided without warranties al any land.
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in over 80%

est earnings
(ends September

higher

has added approximately

into use in  Maryland earlier th is ear.
These combined efforts have neutralized
the effects of top-line variations on eam-
' n g of areas serviced by
w  L .
The company con t inues to  Invest  in
cap ital p ro jec ts to  foster expansion .
Currently, it is recoverly the costs related
to the Gardner Road foci tty, which blends
hexane into the Cove Point gas (CPC) to
make it more like domestic pipeline natu-
ral gas. The lack of hexane was causing O-
rings to shrink, allowing
from the pipeline. CPG will
used to sewlce
customers. To allow

regulatory mechanism
When coupling the WNA

gas usage
serviced) are

gas to °=°°§°
gvgnluallé e

a large portion of W  L's
or such usage, the

company recent broke ground on a sec-
ond fac ility In ockvllle, Maryland and
recently chased property to construct a
third in grlanesvllle,

neutral
shares are not very compels:

3). Too. based on our
the equity's current

w ith in  our Target  Pr iceoP'
it is f inalized;

WGL Holdings will likely post a mod-
increase for fiscal 2007

30th). This should re
suit from gas and electric volume
due to additional customers. The company

14.000 new ac-
counts year to date and estimates that
number will reach 16.000 by the end of the
fiscal year. Furthennore, rate cases and
capita investments should help W GL
grow St a steady pace.

adorable rate case settlements
shou ld  moderate earn ings vo lat i l i ty
and may bolster the bottom line. One
al' WGL's subsidiaries has reached a settle-
ment in its Virginia rate case. The resolu-
tion Implements an annual rate hike of
$ 3 .9  m i l l io n ,  as  w e l l  as  a  w eath er -
nonnall7ed (WNA).

with previous
volatility mechanisms. 90% of the lluctua-
tions related to changes in in
Virginia (the largest area
eliminated. The rate increase is already in
effect. but the SCC of Virginia must
5;°"*= the changes before

GL expects this to happen by the end of
this fiscal year. A similar program was put

Virginia.
However, at present. these
ranked
in (Timeliness:
projected earnings,
notation Is
Ange. leaving little mom for capital ap-

preciation out to 2010-2012.
Bryan Fung September 14, 2007
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(A) Fiscal years end Sept. 30th.
(B)  Based on di luted shares .  Exc ludes  non-
recurring losses: '01, (13¢1. '02, (34¢), '07, (4¢)
discontinued operations: '06, (15¢). Next earn-
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American States is a public utility company engaged principally in thepurchase, production, distribution and sale of
water. The company alsodistributes electricity in some communities. in the customer service areas for both water
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission

Genera l  l n farm at i on
AMER ST AT ES W T R
630 East Foothill Boulevard
San Dimers. CA 91773
Phone: 909 394-3600
Fax: 909 394-0711
Web: www.aswater.com
Email: investorinfo@aswater.com

industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

Decent be r
09/30/07
03/13/2008

¥*:ie:e Ami Volume lniormaiian

Zacks Rank

Yesterdays Close

52 Week High

52 Week Law

[HUH] 30-Dug Closing Prices

20 Day Moving Average

Target Price Consensus

131,320.84

11-12-07 12-07-07

Price Change

4 Week

`l2 Week

2.80

5.02

7.85

M, Price Change Relative to S&P 500

4 Week

12 Week

YTD

2.40%

Share information

Shares Outstanding
(millions)

Market Capitalization
millions!

Short Ratio

Last Split Dale

Dividend Information

Dividend Yield

Annual Dividend

712.80 Payout Ratio

Change in Payout Ratio

06/1002002 Last Dividend Payout I Amount 81/07/2007 ,f $0.25

EPS l raformatten

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus  Recommendat¥or§s
Current (1=Stror\g Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

03/13/2008 90 Days Ago

0.48

1 .62

Fundam enta l  Rat i os

EPS Growth

Current FY Estimate

Framing 12 Months

PEG Ratio

25.76 vs. Previous Year

28.14 vs. Previous Quarter

Sales Growth

2.33% vs. Previous Year

vs. Previous Quarter

2 .85%

Price Ratios

Price/Book 2.50 09/30/07 8.86 09/30/07

http://www.za cks .com/re se a rch/print.php? type =re port&t=AWR 12/10/2007
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Price/C ash Flow

Price Sales

14.23 06/30/07

2.43 03/81/07

8,89 08/30!07

8.66 03/31 ;07

2,71

2.83

Current Ratio Quick Ratio Operating Margin

09./30/07

06;(80;[l7

03!31!07

0.78 09/30!07

9.84 06!30!07

9.81 03!31 !07

0.76 0980/07

0.82 08/3G/07

0.79 03/3t /07

8.77

8.71

8.87

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

15.79 09/30/07

15.05 06/3G/07

14.96 03/31 /07

15.79 09/30/07

15.05 08/30/07

14.96 03/31/07

17.47

17.14

16.84

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/07

06/30/07

03f31./07

52.61 09/30/07

52. 77 06/30/07

50.52 G3i31 /07

0.90 09/30!07

0.92 06/30;07

0.93 03./3V07

47.23

47.78

48.24

http://www.za cks .com/re se a rch/print.php? type =re port&t=AWR 12/10/2007
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California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for fire protection, It also provides water related services under agreements with municipalities and other
private companies. The nonregulated services include full water system operation, and billing and meter reading
services

Gerseraf lrtfarmation
CALtF WATER SVC
1720 North First Street
San Jose. CA 95112
Phone: 408 367-8200
Fax: 408 437-9185
Web: www.calwatergroup.com
Email: kiichtenberg@ca1water.com

Industry

Sector

UNTIL-WATER

Utilities

Fisca! Year End
Last Reported Quarter
Next EPS Date

December
09/30/07
03/05!2008

Price Ami Volume Snformaticn

Zacks Rank

Yesterdays Close

52 Week High

52 Week Low

[C HT J  3 0 - *D a g  C lo s in g  P r ic e ;

20 Day Moving Average

Target Price Consensus

171 ,618.84

11-12-07 12-07-07

Yo Price Change

4 Week

12 Week

0.18

0.39
3.29

79 Price Change Relative to S&P 500

4 Week

12 Week

YTD

2.97%
Share lnfarmation

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

807.42 Payout Ratio

Change in Payout Ratio

01 £26/1998 Last Dividend Payout ! Amount NA / $0.00

EPS Enformatien
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.34

1 .48

8.00

03/05/2008

Gcznsensus Fieccmmendaiicms
Current (1=Sirong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundarnenial Ftaiias

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

26.42 vs. Previous Year

27.51 vs, Previous Quarter

Sales Growth

vs. Previous Year

vs. Previous Quarter 18.86°/

http ://www.za cks .com/re s e a rch/prin t.php? type ==re port&t=C
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RO E RO A

2.13 09/30/D7
14.1 g 06/30/07

2.23 03f3'1/07

7.82 09/30/D7

7.95 06/30!07
7.86 03/31 !OF

2,52

2.49

2,38

Quick Ratio Operating Margin

Price Ratios

Price/Book

Price/Cash Flaw

Price ! Sales

Current Ratio

U9!30!07

06/30/07

03/31407

1 .08 09!30!07

1 .16 08,=30,f07

1 .40 03131 x07

1 .02 09/30/07

1 .10 06/30/07

2 .33 03/3V07

8.16

7.97
7.72

Net Margin Pre»Tax Margin Book Value

09/30/07

06/30/07

03/31 /07

12.92 09/30/07

12. 78 06/30/07

12.36 03m/07

12.92 09/30/07

t2.78 06/30/07
12,36 03/31/07

18.56

18.18
18.10

Inventory Turnover Debt-to-Equity Debt toCaptia!

09/30!07

06/30/07

03/31 /07

32.21 09/30/07

32.1 1 06/30/07

30.42 03/3V07

0,76 D9/30/07
0.78 08.-'30i07

0.78 03!31;0l7

42.92
43.44

43.57

http1//www .backs .com/research/print.php ?type=report8Lt=C 12/10/2007



ScutffaldeSOUTHWEST WATER COMPANY (NASDAQ)
Vol. 87 287 16:04 ETv-9.t012.47SWWC (.0.80%>

a

Zacks .com

Zacks.eom Quotes and Research

Southwest Water Company provides a broad range of utility and utility management services and serves people
from coast to coast. Through its various subsidiaries, Southwest operates and manages water and wastewater
treatment facilities along with providing utility submetering and billing and collection services.

General  i rsfnrmatiora
SOUT HW EST  W AT ER
One Wilshire Building 624 South Grand Avenue
Suite 2900
Los Angeles, CA 90017-3782
Phone: 2t8 929-1800
Fax: 213 929.1888
Web: www.southwestwater.com
Email: swwc@swwc.com

Sector:

Industry

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

i3l'332'f.'}{8i'¥ 998 '§"i-€El 8% z;==*:i'

UNTIL-WATER
SPLY
utnmes

December
09/30/07
03/14/2008

/ 8
12.57

16.41

11.53

0.25

99,666.85

14
n-12-u?

[SWIG] 30-D99 Clog ins Pr ices 8

12.4

12.6

13.0

12.8

P a ge  1  of 2

% Price Change

4 Week

12 Week

YTD

-2.80

-12.68

-12.94

% Price Change Relative xo S&P 500

4 Week

12 Week

YTD

-0.81

-12,83

-13.93

24.17

289.50

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

1 .92%

$0.23

0.70

0.00

09!28/2007 / $0.06

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

6.54

12/28/2005

EPS i n fo rm at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.12

0.36

1 t .00

03/14/2008

C ons ens us Recommendat ions

Current (1=SIrong Buy, 5=Sirong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.40

3.50

3.50

3.40

Fundamental Ratios
P IE

Current  FY Es t im ate:

Trai l ing 12 Months:

PEG Rat io

33.28

36.30

3.03

EPS Growth

vs, Previous Year

vs. Previous Quarter

-50.00%
-1111 %

Sales Growth

vs, Previous Year

vs. Previous Quarter:

-4.83%

4.33%

Price Ratios ROE ROA

http;//www.zacks.com/research/print.php?type=report&t=SWWC
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1 .70 09/30/07

12.95 06/130/07

1 .33 03/8V07

4.77 09/30407

5.82 06/30/07

6.60 (}3!31;()7

1.60

1.96

2.21

Price/Book

Price/Cash Flow

Price I Sales

Curfew Ratio

09/30/87

06/30/07

03/31/<37

Quick Ratio Operating Margin

1 .23 09!30/07

1 .42 06='30!07

1 .60 03/31 !07

1 .23 09/'30/07

1 .43 06/'30/07

1 .60 03/31 /07

3.69

4.36

4.81

Net Margin Pre-Tax Margin Book Value

w3n/Q7

G6/30/07

G3131/07

5.68 09/30/07

6.71 06/30/07

6.42 03/31/07

5.58 09/30/07

6.71 06/30/07

6.42 03/31/07

7.11

7.06

7.01

Inventory Turnover Debt~to-Equity Debt to Captia!

0980/07

06;30107

03/31 ,=07

09/30/07

06/30/07

0381 /07

0.83 09/30!07

0.85 06./30/07

0.81 03/31/07

45.36

45.74

44.67

http://www.zacks .com/re sea rch/print.php? type=report&t=S C 12/10/2007



SMMMWAQUA AMERICA INC (NYSE)

16100ET»~0.s122,66WTR Vol. 616,730(8.49%)

an

Zacks.com

Zacks.com Quotes and Research

Aqua America is the largest publicly-traded U.S.-based water utility sewing residents in Pennsylvania, Ohio, Illinois,
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its
history, which spans more than 100 years.

General information
AQUA AMER INC
762 w. Lancaster Avenue
Bryn Mawr, PA 19010-3489
Phone; 610 527-B000
Fax; 6'i0 519-0989
Web: www.aquaamerica.com
Email; investorrelations@aquaamerica.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

999? T;':,g;_;>;v; '5'r4E' w=>z><2
ZACKS

December
09/30/07
03/05/2008

UNTIL-WATER SPLY
Utilities

49
22.55

26.62
18.86
0.25

1,069,214.25

25.86
n-12107

f \ .

l:uTR: $0-Dos Clog ins Pl* ices

/f--/ 22.2
22. o

22-8
23.U

2296
22.4

Page  1 o f 2

% Price Change
4Week

12Week
YTD

-3.36

-9.48

-2.81

% Price Change Relative to sap 500
4 Week

12Week

YTD

-1.5B

-9.64

-5.62

132.97

2,943.91

Dividend lniormatiora
Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout! Amount

2.26%

$0.50
0.69

0.09
11/14/2007 / $0.13

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

9.26

12/02/2005

EPS information
Current Quarter EPS Consensus Estimate

Curred Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.20

0.74

11 .00

03/05/2008

ConsensusRecommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

t .78

1.88

2.00

2.11

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

29.83

30.75
2.71

EPS Growth

vs. Previous Year

vs. Previous Quarter

4.76%

22.22%

Sales Growth

vs. Previous Year

vs. Previous Quarter:

12.62%

9.87%

ROE ROAPrice Ratios

Price!Book 3.17 09/30/07 10.20 09/30!07 3.17

http://www.zacks .com/re sea rch/print.php'? type=report&t=WTR 12/10/2007
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I

17.51 06/30/07

4.99 03/31/07

10. 17 06/30!07

10.22 03/31x07

3.28

3.25

Quick Ratio Operating Margin

Price/Cash Flow
Price I Sales

Current Ratio
09/30/07
08/30/07

03/31 /07

0.41 09/30!07
o.42 06/30/07

0.45 osfsl !07

0 .38 0980!07

0.38 08/30/07

0 .42 03;3 'I !OF

16.24

16.38
16.69

Net Margin Pre-Tax Margin Book Value

09/30/07

D6/30/U7

03/31 /07

26,85 09!30/D7

27.09 06/30/07

27.60 03/31 /07

26.85 09/30/07

27,09 06/30/07

27,60 03/31/07

7.26

7.12

7.01

Inventory Turnover Debt-tc-Equity Debt to Captial

09/30/07

06/30!07

03/31.~'07

0,00 09/30/07
0.00 06/30/07

(mo 03/31/07

1 .08 D9/30/07
1 .10 oe!30,-'07

1.13 03!31!07

it .87

52.46

53.09

http://www.zacks .com/re sea rch/print.php'? type=report&t=WTR 12/10/2007
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AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area

G enera l  i n fo rm at i on
AGL RESOURCES
Ten Peachtree Place NE
Atlanta. GA 30309
Phone: 404 584-4000
Fax: 404 584-3945
Web: www.aglresources.com
Email: scave@aglresources.com

Industry
Sector

UT IL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Dale

December
09!30:'07
02/07.-'2008

Price and Volume information

[819] 80-Dw Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

AS

20 Day Moving Average

Target Price Consensus

631 ,333.75

Price Change

4 Week

12 Week

4.36

5.84

4.70

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Splil Date

11-12-07 12-07-17

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

2,880.93 Payout Ratio

Change in Payout Ratio

12/04i19g5 Last Dividend Payout i Amount 1 1/14/2007 / S0.41

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.82

2.73

4.80

02/07/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

EPS Growth

13.56 vs. Previous Year

15.01 vs. Previous Ouarter

Sales Growth

Current FY Estimate

railing 12 Months

PEG Ratio

Price Ratios

Price/Book

63.04% vs. Previous Year

57.50% vs. Previous Quarter

14.98%

20 .99°/0

1.79 09/30!07 11.67 09i30f07

http://www.zacks.com/research/print.php?type=report&t=ATG 12/10/2007
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8.23 U6/30107

1.15 03/81/07

13.15 08/30/07

12.67 03;31!07

3.66

3.47

Quick Ratio OperatingMargin

1 .04 09530/07

1 .08 06!30!07

1 .27 ()3!31 !07

0.56 09/30,/07

0.62 06/30/07

0.92 03/31!07

7.63

8.33

8.00

Pre-Tax Margin Book Value

12.28 09/30/07

13.41 06/30/07

12.86 G3/31/07

32,28 09/30/07

18.41 06/30/07

12.86 03/31/07

20.89

21.49

21.55

Debt-to-Equity Debt to Captial

Price/Cash Flow
Price Sales

Current Ratio
09jg0/07

06!30f07

03/31 !07

Net Margin
09/30/07

06/30/07

03/31 /07

inventory Turnover
09/30/07
06jg0/07

03i31/07

2.50 09/30/07

2,59 06/30/07

2.52 03/31/07

0.95 09/30/'07

0.92 06/30f'G7

0.97 03;31/07

49.47

48.65

49.73

http://www.zacks .com/re sea rch/print.php'? type=report&t=ATG 12/10/2007



880111868ATMOS ENERGY CP (nose)
*l5:25 ETVol. 286-474»~o.14ATO 27.21 (0.52%)

4 ¢ Za cks .com

Zacks.com Quotes and Research

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. Athos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina.
The Company also transports natural gas for others through its distribution system.

General information
ATMOS ENERGY CP
Three Lincoln Centre, 5430 Lbs Freeway
Suite 1800
Dallas, TX 75240
Phone: 972 934-9227
Fax; .
Web: www.atmosenergy.com
Email; InvestorRelations@atmosenergyLcom

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

ì ~

$°rice and Volume lnfurmation

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

A
/

93 m=lT F8984 Ts-z9 $29 as

September
09/30/07
02/05/2008

UTIL-GAS DISTR
Utilities

:Zi
27.07
33.47

23.87

0.67

556,636.75

30.43

.,*\_

3%

[RED 80-Day Clog ire Pr ices

Gs

3

I
E

4

12-07-07

27.s
27.6
27.4
27.2

26.8
27.o

25.6

28¢0
26¢2
26.4

Page  1 of 2

% Price Change
4 Week

12 Week
YTD

~5.66

-5.89

-17.93

%Price Change Relative toS&P500
4 Week

12 Week
YTD

-3.92

-6.06

-1800

Share information

Shares Outstanding
(millions

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

89.16 Dividend Yield

Annual Dividend

2,835.10 Payout Ratio

4.23 Change in Payout Ratio

05!17/1 994 Last Dividend Payout ! Amount

4.96%

$1 .so

0.65

0.00
11/21/2007 / $0.32

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.86

2.00

5.20

02/05/2008

Consensus Recommendations
Current l1=Strong Buy, 5=Strong Sell)

30Days Ago
60 Days Ago

90 Days Ago

2.00

1 .83
1 .as

2.00

Fundamental Ratios

P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

13.10 vs. Previous Year

13.23 vs. Previous Quarter

2.52

Sales Growth

-116.00% vs Previous Year

73.33% vs. Previous Quarter:

3.15%

-17.74%

http://www.zacks .com/re sea rch/print.php'? type=report&t=ATO
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1.30

6.14

0.40

09/39/07

06/30/07

03/31 /07

8.62 09/30107

10.30 06/30x07

11,66 03/31107

Quick Ratio Operating Margin

Price Ratios

Price/Beck

Price/Cash Flow

Price ! Sales

CurrentRatio

D9/30/07

06!30/07

03/31/07

1.22

1.03

07

06/30/07

03/31 /07

G9/30/G7

0.80 06/30/07

0.77 G3/31/07

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31 /OF

5.05

5.24

09/30/07

06/30/07

03/31 /07

09/30/07

5.05 06/30/07

5.24 03/31/G7

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/07

07

0381 f'07

10.11
9.52

09/30/07

06/30/07

03/31/07

09/30/07

1.07 06/30107

0.93 03/31 OF

http1//www.zacks .com/resea rch/print.php'? type=report&t=ATO 12/10/2007
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The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis
St. Louis County, the City of St, Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St
Francois. Ste. Genevieve. Iron, Madison and Butler Counties, all in Missouri

General lnfrsmsaiion
LACLEDE GAP INC
720 O\¥ve Street
St. Louis. MO 63101
Phone: 314-342-0509

Web: vvww.the!acledegroup.com
Email: mkuilman@Iacledegas.com

Industry

Sector
UTEL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
09/30/07
01/24/2008

Price and Vaivme lnformaiicn

[LG] 30-Dag C Los in Pl* ic¢s
Zacks Rank

Yesterday's Close

52Week High

52 Week Low

2G Day Moving Average

Target Price Consensus

86,467.30

11-12-07 12-07-07

V= Price Change

4 Week

12 Vv€@k

4,62

8.34

1 .77

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Share information

Shares Outstanding
(millions)

Market Capitalization
(miiiions)

Short Ratio

Last Split Date

Dividend information

Dividend Yield

Annual Dividend

744.43 Payout Ratio

Change in Payout Ratio

03/08/1994 Last Dividend Payout / Amount 09/07/2007 / $037

EPS lnfcxrmaiion
Current Quarter EPS Consensus Estimate

Current Year EPS Carlsensus Eslimaie

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Csrssensus ii commendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

01/24/2008 90 Days Ago

0.86

2.09

Fundamental!  Fiaiios

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

16,46 vs, Previous Year

14.83 vs. Previous Ouarrer

Sales Growth

175.00% vs Previous Year

93.02% vs. Previous Quarter

20.18%

Price Ratios

Price/Book 1.83 09!30/07 11.64 09/30/07

http://www.zacks .corn/re sea rch/print.php? type=report&t=LG
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4 1

8.75 06!30/07
0.37 03/31/07

11,48 08/30/07

1009 03131i07

3.07

2.68

Quick Ratio Operating Margin

Price/Cash Flow

Price / Sales

Current Ratio

09!30/G7

06-30!'07

03!31i07

_ ()9,'30/07

1 .09 06i30!07

1 .15 03/3V07

- 099047

0.84 06/30/07

0.98 03/31/07

2.46

2.46

2.27

Net Margin Pre-Tax Margin Book Value

09/'30/G7

06/30/07

03/31 /07

_ 09/30/07

3.73 06/30/07

3.43 03/31/07

- 09/30/07

3.73 06/30/07

3.43 03/31/07

20.13

19.95

inventory Turnover Debt-to-Equity Debt to Captial

09/30/U7

06/30/87

03/31 /07

-- 09/30/07

12.81 06/30/07

12.17 03/31/07

- 09/30!07

0.82 06fs0/07

0.83 03!31i07

45.02
45.21

http://www.za cks .com/re se a rch/print.php? type =re port&t=LG 12/10/2007
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Web: www2,njresources.(:om
Email: investcont@ rsjresources.com

NJ RESOURCES is an exempt energy sacs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J, (2) NJR Energy Holdings Corp formerly NJR Energy Svgs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries

G enera l  l n fo rm at i an
NJ  RESOURCES
415 Wyckoff Road

Wall. NJ 07719
Phone: 732 938-1480

industry
Sector

Fiscal Year End
Last Reported Quarter
Next EPS Date

?rice arr Vo>¥ume lnéarmaiicxn

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

:;8 93 24 3:8 3

September
09/30/07
02/06/2008

UTIL-GAS DiSTFl
Utilities

[HER] 311-Dog C1¢s:i.ng Prices

P a ge  I of 2

20 Day Moving Average

Target Price Consensus

183,036.09

11-12-07 12-III?-137

% Price Change

4 Week

12 Week

6.28

5.19

3.85

94 Price Change Relative to S&P 500

4 Week

12 Week

YTD

3.01 %

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

1:415.78 Payout Ratio

15.22 Change in Payout Ratio

03i04/2002 Last Dividend Payout / Amount 09/12/2007 / $0.38

EPS iniormaticsn

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Repeat Date

1.02
323
600

02/'06/2008

Consensus Fieccmmersdai icxrxs

Current (1=Strong Buy, 5=Strong Se!!

30 Days Ago

60 Days Ago

90 Days Ago

Sulsdamental  Hal ias

Current FY Estimate

Trailing 12 Morzths

PEG Ratio

EPS Growth

15.81 vs. Previous Year

16.02 vs. Previous Quarter

Sales Growth

27.91 % vs. Previous Year

205.56% vs. Previous Quarter

11.78%

http://www.zacks.com/resea rch/print.php? type=report8ct=NJ R
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RO E ROA

2.28

12.47

0.47

09/30/07

06/30/07

03/31 !07

13.46 09/30!07

14.16 06/30i07

1474 03/31!07

3.80

3.91

3,99

Quick Ratio Operating Margin

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

09/30/07

06!30/07

03/31/07

1.07
1.02

09/30/07

06/30/07

0381 !07

- 09/30/07

0.55 06/30/07

0 .63 03/31 /07

2.92

3.09

3.27

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31 /DO

- 09130/07

5.07 06!30/07

5.38 03/31 /07

. 09/30/07

5.07 06/30/07

5.38 03/31/07

23.99

23.45

Inventory Turnover Debt-to-Equity Debt to Captial

09/30i07

06i30!07

03/31 i07

.. 09/30i07

5.93 D6/30/07

5 .53 03/31 /07

- 09/30907

0.50 06!30!07

0.51 03/31507
33.25

33.94

http://www.zacks.com/research/print.php'? type=report8ct=NJR 12/10/2007



Scottrade'NICOR INC (nose)

36124 E T44.53GAS Vol, 772,807(0.20%)»»e.09

4
Zacks .com

Zacks.com Quotes and Research

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is Nicor
Gas, one of the nation's largest natural gas distribution companies. Nicor owns Tropical Shipping, a containerized
shipping business serving the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses.

General information
NICOR INC
1844 Ferry Road
Naperville, IL 60568-9600
Phone: 630 305-9500
Fax; 630 983-9328
Web: www.nicor.com
Email: None

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

ZACKS
£9'¥7l1{§<¥2i'¥' 224444444 we ¥* ¥2 C3* t'3»

December
09/30/07
02/22/2008

UTIL-GAS DlSTR
Utilities

.413
44.44

53.66

37.80
0.5B

959,363.31

45.67

A
»:"\

¢
r

[GAS] 34-Day Closing Prices 45.5
4s.o

44.s
44.0
43-5
43¢0
42.5
42.0

41.5
41.0
40.5

P a ge  1  of 2

11-12-07 12-07-07

% Price Change

4 Week

12 Week

YTD

1.94
1.15
.995

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

3.81

0.98

-12.37

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Spill Date

Dividend Information

Dividend Yield

Annual Dividend

1,901 .10 Payout Ratio

14.87 Change in Payout Ratio

04!27/1993 Last Dividend Payout Amount

45.11 4.41 %

$1 .ah

0.63

-0.13

09/26!2007 i $0.47

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .16

2.78

4.00

02i22/2008

Consensus Recommendations

Current (1=Strong Buy. 5=S!ror»g Sell)
30 Days Ago

B0 Days Ago

90 Days Ago

2.67

2.00

2.00

2,33

Sales Growth

Fundamental Ratios

P/E

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

15.16 vs, Previous Year

14.33 vs. Previous Quarter

3.79

14,29°/ vs. Previous Year

20.00% vs. Previous Quarter

4.02

34.42

RO E ROAPrice Ratios

Pricze/Book 2.16 09!30/07 14,71 09/30/07 3.31

http://www.zacks.com/resea rch/p1-int.php? type=report&t=GAS 12/10/2007
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Price/Cash Flow

Price / Sales

6,00 06!30/07

0.61 03/31/07

14.81 06/30/07

15.25 03/31/07

3.29

3.34

Current Ratio Quick Ratio Operating Margin

09!301»07

0680/07

03!31 /07

0.73 09/3G/07

0.79 06!30/07

Q.83 034931 #07

0.48 09930/07

0.74 06/30/07

0.79 031'3̀ ! /GO

4.29

4.24

4.41

Ne t Ma rg in Pre-Tax Margin Book Value

09!30/07

06/30/G7

O3/31 /07

6.05 09!30/07

6.35 06/30/07

6.21 03/31/07

6.05 09/30/07

6.35 06/30/07

6.21 03/31/07

20.15

20.35

20.33

inventory Turnover Debt-to-Equity Debt to Capiiai

09,»:30/'57

06g3gggy

9381 .sg7

18.26 09/30/'7

19.79 06i30)07

19.76 03331/07

0.47 09/30/07

0.54 06/30!07

0.55 03!31!07

31 .73

35.18

35,30

http://www.zacks.com/research/print.php'? type=report8ct=GAS 12/10/2007



Seorirada*NORTHWEST NATGAS (NYSE)
16~25 ETv»0.ll4NWN 48.25 Vol. 64,200(4.29%)

U
Za c ks .c om

Zacks.com Quotes and Research

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

General information
NORTHWEST NAT G
220 N.W. Second Avenue
Portland, OR 97209
Phone: 503 226-4211
Fax: 503 273-4824
Web: www,nwnaturaI.com
Email; Bob.Hess@nwnaturaLoom

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

.

Price and Volume information

Share Information

Shares Outstanding
(miiiions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Lon9~Term EPS Growth Rate
Next EPS Report Date

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Fundamental Ratios

% Price Change
4 Week

12 Week

YTD

¥7'¥£*I§¥:¥l¥' 984444 v!9 l3*§§£§.*3

UTIL-GAS DISTR
Utilities

December
09/30/07
02/14/2008

48.39

52.85

39,79

0.39

226,970.50

51 .33

16.93

09/09/1996

1 .13

2.75

5.30

02/14/2008

1 ,275.04

3.67
6.22

13.03

26.58

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

Consensus Regggmmgnda-ligng
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

% Price Change Relative to $8¢P sao
4 Week

12 Week

YTD

3
g
4

[URN] $0-Day Closing Pr ices
3

~¢~4 5

3.13%

$1 .so

0.52

0.00

10/29/2007 / $0.38

12-07-07

s o . s

so. o

5 5 9

6.04

14,87

2.43

2.60

2,60

2.33

P a g e  1 of 2

Price Ratios ROE ROA

http://www.zacks .corWresea rch/print.php? type=report&t=NWN
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Ar

Price/'Book

Price/Cash Flow

Price / Sales

2.20 09/30/07

10.32 06/30/07

1 .23 03/31/07

12.35 09/80!07

1 1 .69 06130837

1 1 .58 03/31!07

3.92

3.77

3,78

Current lfiatio Quick Ratio Qperating Margin

0980/07

0680107

83-'31107

0.69 09/30!07

0.76 06/30107

0.95 G3!31!07

0.39 0gfg0/07

0.47 G6/30/07

0.73 0381 /07

7.21

6,91

6.93

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/G7

03/31 /07

11 .43 09/30/07

10.96 06/30/07

10.98 03!31 /07

11 .43 09/30/07

10.96 OS/30/07

10.98 03/31/07

22.01

22.61

23.13

inventory Turnover Debt-to-Equity Debt to Captiai

G9/30i'7

06/30i07

03;31 ;07

9,62 09/430/07

9.10 05/30/07

8.28 03/31/Q7

0,88 09/30507

0.85 06/30!07

0.82 03;31!()7

46.67

45.86

45.06

http://www.za cks .com/re se a rch/print.php? type =re port&t=NWN 12/10/2007



Scatfl8 detPIEDMONT NAT GAS CO
16'25 ETpry

(NYSE)

v-0.1826.64 Vol. 2`l8,800(-0.6l7°/°)

I
Zacks .com

Zacks.com Quotes and Research

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

Genera l Information
PIEDMONT  NAT  GA
4720 Piedmont Row Drive
C-hariotte. NC 28210
Phone: 704 364-3120
Fax; 704 364-1395
Web; www.piedmontng.com
Email: margaret.griffith@ piedmontng.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

L

i3l*8.€'J'F§'2`we (9898 *wee so ws;

October
10/31 /07
12/07!2007

UT IL-GAS DISTR
Util ities

.ska
26.82

28.40
22.00

0.42

318,159.91
27.5

[PAY] $0-bw Closing Prices 280o

27.5

27.0

P age  1 of 2

11-12-07 12-07-07

% Price Change

4 Week

12 Week

YTD

5.43

-0.91

-2.65

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

7.37

~1 .09

-4,94

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

74.07 Dividend yield

Annual Dividend

1,928.73 Payout Ratio

27.02 Change in Payout Ratio

11 /0 2004 Last Dividend Payout I Amount

3.84%

$1 .00

0.00

0.00

09/20/2007 / $0.25

EPS In fo rm at i on

Current Quarter EPS Consensus Estimate

Curred Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations

-0.05 Current (1=Strorlg Buy, 5=Strong Sell)

1.45 30 Days Ago

5.70 60 Days Ago

12/07/2007 90 Days Ago

2.80

2.80

2.80

2 5 7

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

17.19 vs. Previous Year

18.21 vs. Previous Quarter

3.03

Sales Growth

25,00% vs. Previous Year

-11789% vs. Previous Quarter:

-5.65%

-57.78%

http://www.za cks .com/re se a rch/print.php? type =re port&t=P NY

ZACKS
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RO E ROA

2.22 10,/31 /07

10.13 G7/31/07

.. 94!30!07

- 10/31 /07

11 .77 07/311'07

11 .41 04!80!97

3.86

3.79

Quick Ratio Operating Margin

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

10/31!07

07/31/07

D4/30/07

- 10/31 !07

1 .23 07,-/31 !07

1 .45 04!30!07

.. 30131/07

0.81 07/31/07

1 .02 €)4;30/07
6.21

5 9 7

Net Margin Pre-Tax Margin Book Value

10/31/07

0w3w07

04/30/07

- 11/31/07

10.69 07/31/07

9.82 04/30/07

- 10/31/07

10,69 07/31/07

9.82 04/30/07

12.18

12.39

inventory Turnover Debt-to-Equity Debt to Captiai

10/31i07

07/31 /07

04i30!07

.. 1 o/31 /07

8 .46 owel /07

8.73 04/30/07

- 10/31/07

0.92 07131/07

0.89 04f30!07

47,81

47.16

http://www.za cks .com/re se a rch/printphp'? type =re port&t=P NY 12/10/2007



SOUTH JERSEY IND (nose) Scoffrads

3625 ETVOL 143,000v-0.1 g36.33SJ! (~o.52%)

Za cks .com

Zacks.com Quotes and Research

South Jersey leds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises.
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas.

General ¥rlforrrlation
SOUTH JERSEY IN
1 South Jersey Plaza
Folsom, NJ 08037
Phone: 609 561 -9000
Fax: 609 561 -8225
Web: www.s}industries.com
Email: investorrelations@ sjindustries.com

industry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

Beta

,»~ w4:<>x==l1'4 Qt€i§~¢*e *we i78"z"?£{§*1*5

December
09/30!07
08/05/2008

UTIL-GAS DISTR
Utilities

,422
36.52

41 ,27

31 ,20

0.59

159,121 .30

41 .5

[SJI] 30-D08 C1osin9 Pr Sees

\ _ _ /

-

12107-0?

¥\
24

38¢2
3890
3T.8
57.6
s7.4
s7.2
37. u
$6.8
sa.s
sa.4

Page  1 of 2

11-12-l)T

% Price Change

4Week

% Price Change Relative to sa.p 500

4 Week

12 Week 12 Week

YTD

1 ,46

11.75

10.45 YTD

3.33

11,56

12,03

29.51

Dividend information

Dividend Y}e;d

AnnualDividend

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

1 ,089.03 Payout Ratio

Change in Payout Ratio

Last Dividend Payout I Amount

2.66%
$0.98
055
0.00

09;06/2007 / $025Last Split Date

16.03

07/01/2005

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

0.62

2,07

7.50

03/05/2008

Consensus Recommendations

Current {1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

TO Days Ago

1.80

1.40

1.40

1 .33

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

Sales GrowthEPS Growth

vs. Previous Year vs, Previous Year

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

17.87

20.85

2.38

vs. PreviousQuarter

-155.56%
-123.81% vs. PreviousQuarter:

17.41 %

-8.99%

Price Ratios ROE ROA

http://www.zacks .com/re sea rch/print.php? type=report&t=S J I

ZACKS
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n l

2.44 09/30/07

10.48 06/30/07

1 .15 03/3-l:f()7

11.31 09/30/07

12.44 0B180/07

13.01 03/31/07

3.44

3.71

3.82

Quick Ratio Operating Margin

Price/Book

Price/Cash Flow

Price ! Sales

Current Ratio

09/30/07

06!30/07

G3131 /07

0.94 09f30!07

0.97 06!30!07

1 .05 03/31 /O7

0.47 09580/87

0.54 96430/07

0.77 03/31 /QS

5.52

6.09

6.3t

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

08/31 /GO

6.32 09/30!G7

7.70 06/30/07

12.64 03/31/07

6.32 09/30/07

7.70 08/30/'7

12.64 03/31/07

16.00

16.05

15.79

Inventory Turnover Debt-to-Equity Debt to Captia!

09/30/07

06/30/07

03/31 i07

3.19 09/30/07

3.09 06/30!07

5.22 Gem /07

0.76 09/30/07

0.76 06!30!07

0.77 03/3W07

43.14

43.22

43.62

http://www.zacks .com/resea rch/print.php? type=repo1t&t=S J I 12/10/2007



ScotfradsSOUTHWEST GAS CP (nose)
38:27 ETVol. 109,880SWX 30.29 1 -0.13 (»0.43°2>)

Zacks.com

Zacks.com Quotes and Research

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transponing, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary.

General  In format ion
SOUTHW EST GAS
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas, NV 89193-8510
Phones 702 876-7237
Fax: 702-876-7037
Web: www.swgas.com
Email; None

Industry
Sector:

Fiscal Year End
Last Reported Quaker
Next EPS Date

f

Price and Volume l n format i an

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

L

Qazwnr §tg,§{;;8}; {̀l»%E 94499
z CKS

UTIL-GAS DlSTR
Utilities

December
09/30/07
03/04/2008

£854
30.42

39.95

25.45

0.38
260,003.91

36.5
.»

4

[SIM] 80-Das Closing Prices
9»
)

/'

' \

so. o

29.5

Sus

8105

31.0

29.0

2s.5

P age  1 of 2

. 1

% Price Change

4 Week

12Week

YTD

1 ,72

0.52

-24.63

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

8.60

0.85

-2559

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

1 ,226.44 Payout Ratio

8.24 Change in Payout Ratio

N/A Last Dividend Payout i Amount

42.41 2.97%
$0.88

0.42

-0.14
11/13/2007 / $0.22

EPS in format ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Terrn EPS Growth Rate

Next EPS Report Date

Consensus  Recommendat i ons

1.05 Current (1=-Strong Buy, 5=Strong Sell)

2.03 30 Days Ago

- 60 Days Ago

03504/2008 90 Days Ago

2.00

2.00

2.00

2.33

EPS Growth Sales Growth

Fundamental  Rat ios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

14.26 vs. Previous Year

14.11 vs. Previous Quarter

15.38% vs. Previous Year

-2.100.00% vs. Previous Quarter:

5.81 %

~12.90%

ROE ROAPrice Ratios

Price/Book 1.33 09530/0? 9.26 09/30/07 2.52

http://www.zacks.com/research/print.php?type=report&t=SWX

A
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o

Price/Cash Flow

Price / Sales

4.80 05/36/07

0.57 03/31 /07

9.41 06/30!@7

9.91 03/SV07

2.53

2.63

Current Ratio Quick Ratio Operating Margin

09/30107

U6FS0/07

03!31!07

0.73 09/30/07

0.73 06j30!07

0.89 03!31/07

0.73 09a30/07

0.73 051'30/07

0.89 03/3H07

4.03

4.00

4.05

Net Margin Pre»Tax Margin Book Value

09/30/07

06/30/07

G3/33/07

6.22 09/30/07

6. 19 06/30/07

6.49 03/31/07

6.22 09/30!07

6.19 06/30/07

6.49 03/31/07

22.20

22.63

22.64

Inventory Turnover Debt-to-Equity Debt to Capiiai

G9/30/07

06530/07

03/31107

09/30/07

06/3em7

03/31 !07

1 .41 09/30i07

1 .37 08/30i07

1 .38 03/3w07

58.51

57,75

57.92

http://www.za cks .com/re se a rch/print.php? type =re port&t=S WX 12/10/2007



Scotfrada*WGL HOLDINGS INC (NYSE)
(8.09%)23.56 A 0.83 16:25 ETWGL Vol. 399,200

Za cks .com

Zacks.com Quotes and Research

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, Stephen City and New Market, Virginia, and Martinsburg, West Virginia.

General information
WGL HLDGS INC
101 Constitution Ave, N.W
Washington, DC 20080
Phone; 703 750-2000
Fax: 703 750-4828
Web: www.wglholdings.com
Emmi!: madams@washgas.com

industry
Sector:

Fiscal Year End
Last Reported Ouarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

, V

L

§3*R'CZ*F1"ili¢>@T€3<?s-'¥ `!'84E8 ggg¥g3

September
09/30!07
02/06/2008

UTIL-GAS DISTR
Utilities

33.53

35.91

29.79

0.52

552,456.81

33.58

[HM] St)-Day Closing Prices

12-$7-07

:s3.4
33.2

33. o
32¢8
32¢6

33.6

34¢2
34.0

33.8

Page  1 of 2

% Price Change

4Week

12 Week

YTD

0,61

0.95

1 .41

% Price Change Relative to S&P 500

4Week

12 Week

YTD

2.46

0.77

0,26

Share information

Shares Outstanding
(miiiions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

Dividend yield

Annual Dividend

1,629.20 Payout Ratio

13.12 Change in Payout Ratio

05/02/1995 Last Dividend Payout / Amount

49.31 4.15%

$1 ,37

0.65

0.00

10!05/2007 / $0.34

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Dare

0.96

2.17

4.00

02/06/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.50

2.50

2.50

2.50

Sales Growth

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

15.21 vs. Previous Year

15.78 vs. Previous Quarter

3.80

-72.22% vs. Previous Year

-240.91% vs, Previous Quarter:

1.00%

-30.33%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report8ct=WGL

ZACKS

g.

12/10/2007
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Price/Book

Price/Cask: Flow

Price / Sales

1 .75 09/3G/G7

8.55 06/30/07

0.62 03/31/07

10.38 09/'30!'07
11 .26 08/30!07

10.23 03/31/07

3,43

3,72

3.36

Current Ratio Quick Ratio Operating Margin
D980/07

06!30!07

03/31 /07

-  09/30i07

1 .15 g6,f30;07

1 . 14 G3/31 /07

. 09/30!07

0 .72 0680/07

0 . 98 03/31 /G7

3.89
4.15

4.05

Net Margin Pre-Tax Margin Book Value

09/30/G7

06/30/G7

03/31/07

- 09!30107

7.27 06!30/07

6.98 03/31/07

. 09/30/07

7.27 06/30/07

6.98 03/31/07

20.50

20.51

Inventory Turnover Debt-to-Equity Debt to Captia!
09!30!07

06/30107

03/31 ;07

.. 09/30/07

12.06 06/30/07

10.98 03,-'31/07

- 09!30i07

0.60 06/30/07

0.60 0381 /07

36.86

36.87

http1//www.zacks .com/re sea rch/print.php? type=report&t=WGL 12/10/2007
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ATTACHMENT D



I

Arizona
American Water®

Paul M. Li
Associate Counsel
Tel. 623.445.2442

Fax. 623,445.2451

December 10, 2007

Via e-mail and over-night deliveryRobin R. Mitchell
Arizona Corporation Commission -
1200 West Washington Street
Phoenix, AZ 85007

Legal Division

RE: Staffs Seventh Set of Data Requests to Arizona-American Water Company
Docket No. W-01303A-07-0209

Dear Ms. Mitchell:

J

Attached for your review is Arizona-American Water Company's response to Staff's Seventh Data
Request.

4
Sincerely,

-

Paul m. Li
Associate Counsel

Cc: Dorothy Hains, Utilities Division
Alexander lgwe, Utilities Division
Steve nine,. Utilities Division
Dan Pozefsky, RUCO
Marylee Diaz Cortez, RUCO
William Sullivan, Town of Youngtown
Craig Marks

Enclosures

\ Q
\

RW9Group



4

COMPANY:
DISTRICT:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
SUN CITY WATER DISTRICT
WS-01303A-07-0209

Thomas M. BroderickResponse provided by:

Title: Manager of Rates

Address : 19820 n. 7"' street, Suite 201
Phoenix, AZ 85024

Company Response Number: S P I 7.1

Q: Please provide the most current capital structure available for Sun City Water
District inclusive of long-term and short-term debt, along with.its corresponding
costs.

Attachment 7.1 .1 shows Arizona-American Water's capital structure as of
October 31, 2007 with a pro forma adjustment for the equity infusion occurred in
the November, 2007. Arizona-AmericanWater is in the process of updating its
capital structure and will provide staff its actual November Capital structure as
soon as it becomes available.

54
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Arizona-American Water
Sun City Water District

W-01303A-07-0209
Attachment 7.1 .1

Actual

Actual

Actual

Actual

Actual

Actual

Actual

Actual

Actual

ACC Approved Max

Actual

Actual

57.7%

Amount outstanding
of 10/31/2007

Common Equitv
Common Stock
Paid in Capital
Retained Earnings
2007 Equity Infusion

522.880 Actual

149.468,228 Actua!

(22,888,723) Actual

15.000.000 Nov '07 Pro Forma

42.3%

Short Term Debt
$ 28,124,006
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1

2

3

4

Please state your name, occupation, and business address.

My name is Marylee Diaz Cortez. I am a Certified Public Accountant. I

am the Chief of Accounting and Rates for the Residential Utility Consumer

Office RUCO") located at 1110 W. Washington, Suite 220, Phoenix,("

5 Arizona 85007.

6

9

10

11

Please state your educational background and qualifications in the utility

regulation field,

Appendix l, which is attached to this testimony, describes my educational

background and includes a list of the rate cases and regulatory matters in

which l have participated.

12

13

14

15

16

Please state the purpose of your testimony.

The purpose of my testimony is to respond to Sun City Water Company's

("Sun City" or "Company") request for a Public Safety Surcharge designed

to recover the cost of over-sizing its system to increase fire flow.

17

18

19

Is Sun City required by the Arizona Corporation Commission ("ACC") to

meet a fire flow level of 1500 gallons per minute?

20 No. Under Arizona Administrative Code §R14-2-407, water utilities are

21 required to deliver potable water to customers at a minimum pressure of

22 20 psi. There is no requirement for 1500 gallons per minute fire flow.

A.

A.

Q.

A.

Q.

2
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1 Thus, this is entirely a discretionary project on the part of Arizona-

2 American.

3

4 Do other regulated water utilities in Arizona have system-wide capacity for

5 1500 gallons a minute of fire flow?

6 Very few Arizona regulated water utilities have the capacity necessary to

7 generate 1500 gallons per minute.

9 Wiry is twat?

to I suspect that is because the Commission does not require it, so it is not

11 necessary. Further, the cost of over-sizing Arizona's regulated water

12 utilities to meet a system-wide 1500 gallon per minute fire flow would be

13 cost-prohibitive and result in state wide rate shock.

14

15 What size mains would be required to generate 1500 gallons per minute in

16 fire flow?

17 Water systems would have to over-size to at least 12-inch mains to

18 generate that level of fire flow.

19

20 Have you done a study of the current size of Arizona's regulated water

21 systems?

22 Yes. reviewed the 2004 annual reports of 132 Arizona water companies.I

23 Specifically, I looked at all water companies with at least $100,000 in

A.

A.

A.

A.

Q.

Q.

Q.

3
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1 annual revenue and only those with fire hydrants.1 Out of those 132 water

2

3

4

5

utilities, only 24 had mains 12 inches or greater. Of those 24, only 3

companies had any significant portion of their system sized at 12 inches or

greater. Thus, Sun City's request for a near doubling of its rate base in

order to generate system wide fire flow at 1500 gallons per minute far

exceeds the norm and is unwarranted.6

7

Who will pay the cost of the fire flow construction program?

Initially, Arizona-American will pay for the co nstrucztiorx However, ;the

10

11

12

13

14

15

16

17

Company is requesting authorization of a special surcharge that would

allow it to flow through the additional costs of the fire flow projects to its

customers via a number of step surcharges, These surcharges would be

similar to the Arsenic Cost Recovery Mechanism ("ACRM") that has been

authorized, except the proposed safety surcharge would not be limited to

two steps, as is the ACRM. The proposed surcharge mechanism would

afford the Company immediate cost recovery for fire flow improvements

once in service. No rate case would be required.

18

19
*

20

21

1 Without fire hydrants the size of the main used is irrelevant to fire flow capacity.

4
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1 What is the approximate rate impact of the proposed fire flow construction

2 project once completed?

3 Assuming that costs do not exceed the estimated $5 million, Sun City's

4 rates would have to increase by approximately $800,000, or 10.60/>2.

5

Should public utility rates be burdened with the cost of discretionary

construction projects?

Ne. In recent years water and wastewater rates %'lave in many cases more
I

tran doubled as a result of federal and sta'te mandates Examples include

10 new requirements for aquifer protection, safe drinking water, arsenic, etc.

11 In fact, there is mounting pressure on all util ity prices due to sharp

12 increases in fuel and energy costs. These price escalations have begun

13 to threaten the very affordability of basic utility service. RUCO believes

14 that it would be very bad public policy to set a standard in this case that

15 burdens a basic service like water, with discretionary expenditures that will

16 jeopardize the affordability of water service in Arizona.

17

18 Further, as discussed above, fire flow is not required under ACC Rules,

19 and the Company admits the cost is discretionary for Sun City. Also as

20 previously discussed, no comparable Arizona-regulated utility has over-

2 This is the required increase for fire flow and would be in addition to the current Sun City
requested rate increase.

6

A.

Q.

Q.

5
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1 sized its water system beyond what is required by ACC standards The

2

3

4

cost of over-sizing the Sun City's water system will have the effect of

inflating the Company's rate base beyond what is required to provide

adequate service under ACC standards.

5

What was the Commission's rationale for granting a rate increase to

Paradise Valley for its fire flow construction?

In Decision No. 68858, the Eommission stated that it would allow the

costs of the fire flow construction inmates because the construction was

10

11

necessary for public safety, and the Paradise Valley ratepayers were

largely in support of the fire flow construction and willing to pay for it.

12

13 Did this in fact turn out to be the case?

14

15 fire flow

16

17

No. Since the rates -- which include a high usage surcharge to fund the

have gone into effect in Paradise Valley, there has been a

significant outcry from ratepayers, both residential and commercial, about

the unfairness of the surcharge. In fact, the Town of Paradise Valley

18

19

20

Council, which had originally supported the rate increases for fire flow, has

recently announced that they would like the Commission to reopen its

decision and to modify the fire flow rates.

21

3 The exception is Paradise Valley Water Company, a sister company of Sun City. The upsizing
project is currently in progress pursuant to Decision No. 68858.

A.

Q.

Q.

6



Direct Testimony of Marylee Diaz Cortez
Docket No. WS-01303A-07-0209

1 Q What are some of the other ramifications of granting Sun City's request for

rate recognition of fire flow projects?

Granting Sun City's request for rate recovery of over-sizing its system for

fire flow would send a message to all other Arizona water companies that

they can substantially inflate the size of their rate bases by making similar

requests, thereby enhancing shareholders' equity earnings. This is

particularly attractive to Water' utilities like Sun City that are essentially

built-out and have"Iittle growth potential Without growth, a utility's rate

base has little opportunity to increase, and because the only way a utility

turns a profit is through its return on rate base, it cannot increase its

profits, Allowing massive~investment in fire flow to be included in rates will

allow utilities a perfect opportunity to maximize their earnings at ratepayer

expense and create rate shock in Arizona's water industry as a whole

Are there any other ramifications of granting rate treatment of the fire flow

projects?

Yes. The Company has proposed that cost recovery of the fire flow

projects be through a series of "step" rate increases. As portions of the

fire flow projects are completed, the Company proposes to receive rate

increases to recover those costs. No rate case would be required
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1 Is this the normal way for water companies to receive rate recognition of

2

3

4

plant additions?

No. Under Arizona Administrative Code § R14-02-103 rates are examined

in the context of  a historical test year. Thus, under normal ratemaking

5 practices, companies' plant additions are reviewed in the context of a rate

6 case and the revenue requirement for those additions is determined in

conjunction with all the other ratemaking elements.

10

Has the Commission ever departed from the normal ratemaking Practice?

Yes, but only under very unique sets of circumstances. For example, an

11

12

ACRM was approved for many Arizona water companies in response to a

federal mandate,  including other AZ-AM systems as well  as several

13 Arizona Water systems.

14

15

16

17

18

19

20

21

How do Sun City ratepayers feel about this fire flow issue?

For the most part we do not know. While the officials of Youngtown have

taken a position in support of the fire flow project, the general consensus

of the ratepayers is unknown. During the course of discovery in this case

the Company indicated that it intended to survey the Sun City ratepayers

to get  the ir op in ion on whether they wanted to pay for th is pro ject .

However, as of this date the survey has not been taken.

22

w

7

A.

A.

A.

Q.

Q.

8
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1 What are the Youngtown officials' reasons for supporting the fire flow

2

3

4

5

project and surcharges?

It is my understanding that Youngtown has problems in certain sections of

town with adequate water pressure. It appears that some work was done

during 2005 that remedied some of the problem, but not all.

6

7 Is it necessary to invest $5 million in fire flow over-sizing in order to

10

11

12

resolve the Youngtown pressure problems?

No. This would be overkill. RUCO recommends that the Company

immediately begin work on getting pressure UP to the ACC required 20 psi

for all sections of Youngtown. The pressure issue can be resolved for a

cost far less than the $5 million, and can be accomplished more quickly

13 than the anticipated 4 to 5 year fire flow project.

14

15 What is RUCO's overall recommendation on the fire flow issue?

16

17 Further, the

18

19

20

21

22

23

Sun City's request for automatic step rate increases to fund the cost of

over-sizing its system for fire flow should be denied.

Commission's Rules do not require this over»sizing, and thus the planned

construction projects are discretionary and are not necessary for the

provision of water service. The fire flow projects are designed to serve

existing customers, thus, they will produce no incremental revenue that

could help defray the additional costs, thereby resulting in double digit rate

increases. RUCO recommends that the Commission deny the requested

g

A.

Q.

A.

Q.

I'l l
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1 step rate increases proposed to fund $5 million in discretionary fire flow

2 construction. Instead, the Company should begin immediate work with the

3 intent to get all sections of its service territory up to the Commission

4 required pressure of 20 psi. RUCO believes that customers, particularly

5 those in Youngtown, may be satisfied with these improvements, and avoid

6 the need for double digit rate increases.

7

Does this conclude your direct testimony?

Yes.

¢

10

A.
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APPENDIX I

Qualifications of Marylee Diaz Cortez

EDUCATION: University of Michigan, Dearborn
B.S.A., Accounting 1989

CERTIFICATION: Certified Public Accountant - Michigan
Certified Public Accountant - Arizona

EXPERIENCE: Audit Manager
Residential Utility Consumer Office
Phoenix, Arizona 85007
July 1994 - Present

Responsibilities include the audit, review and analysis of
public utility companies. Prepare written testimony,
schedules, financial statements and spreadsheet models
and analyses. Testify and stand cross-examination before
Arizona Corporation Commission. Advise and work with
outside consultants. Work with attorneys to achieve a
coordination between technical issues and policy and legal
concerns. Supervise, teach, provide guidance and review
the work of subordinate accounting staff.

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona 85004
October 1992 - June 1994

Responsibilities included the audit, review and analysis of
public utility companies. Prepare written testimony and
exhibits. Testify and stand cross-examination before Arizona
Corporation Commission. Extensive use of Lotus 123,
spreadsheet modeling and financial statement analysis.

Auditor/Regulatory Analyst
Larkin & Associates - Certified Public Accountants
Livonia, Michigan
August 1989 - October 1992

Performed on-site audits and regulatory reviews of public:
utility companies including gas, electric, telephone, water
and sewer throughout the continental United States.



Prepared integrated proforma financial statements and rate
models for some of the largest public utilities in the United
States. Rate models consisted of anywhere from twenty to
one hundred fully integrated schedules. Analyzed financial
statements, accounting detail, and identified and developed
rate case issues based on this analysis. Prepared written
testimony, reports, and briefs. Worked closely with outside
legal counsel to achieve coordination of technical accounting
issues with policy, procedural and legal concerns. Provided
technical assistance to legal counsel at hearings and
depositions. Served in a teaching and supervisory capacity
to junior members of the firm.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Client

Potomac Electric Power Co. Formal Case No. 889 Peoples Counsel
of District of
Columbia

Puget Sound Power 8 Light Co. Cause No. U-89-2688~T U.S. Department
of Defense - Navy

Northwestern Bell-Minnesota P-421/EI-89-860 Minnesota
Department
of Public Service

Florida Power 8< Light Co. 890319-EI Florida Office of
Public Counsel

Gulf Power Company 890324-EI Florida Office of
Public Counsel

Consumers Power Company Case No. U-9372 Michigan Coalition
Against Unfair
Utility Practices

Equitable Gas Company R-911966 Pennsylvania
Public Utilities
Commission

Gulf Power Company 891345-EI Florida Office of
Public Counsel

2



Utility Company Docket No. Clie n t

Jersey Central Power & Light ER881109RJ New Jersey
Department of
Public Advocate
Division of Rate
Counsel

Green Mountain Power Corp. 5428 Vermont
Department
of Public Service

Systems Energy Resources ER89-678-000 8
EL90-16-000

Mississippi Public
Service
Commission

9165 City of El PasoEI Paso Electric Company

Long Island Lighting Co. 90-E-1185 New York
Consumer
Protection Board

Pennsylvania Gas 8. Water Co. R-911966 Pennsylvania
Office of
Consumer
Advocate

Southern States Utilities 900329-WS Florida Office of
Public Counsel

Centro! Vermont Public Service Co. 5491 Vermont
Department
of Public Service

Case No. U-9499 City of NoviDetroit Edison Company

Systems Energy Resources FA-89-28-000 Mississippi Public
Service
Commission

Green Mountain Power Corp. 5532 Vermont
Department
of Public Service

3



utility Company Docket No. Client

United Cities Gas Company 176-717-U Kansas
Corporation
Commission

General Development Utilities 911030-ws &
911067-WS

Florida Office of
Public Counsel

Hawaiian Electric Company 6998 U.S. Department
of Defense - Navy

Indiana Gas Company Cause No. 39353 Indiana Office of
Consumer
Counselor

Pennsylvania American Water Co. R-00922428 Pennsylvania
Gffice of
Consumer
Advocate

Wheeling Power Co. Case No. 90-243-E-42T West Virginia
Public Service
Commission
Consumer
Advocate
Division

Jersey Centro! Power & Light Co. EM891 10888 New Jersey
Department
of Public Advocate
Division of Rate
Counsel

Golden Shores Water Co. U-1815-92-200 Residential Utility
Consumer Office

Consolidated Water Utilities E-1009-92-135 Residential Utility
Consumer Office

Sulfur Springs Valley
Electric Cooperative

u-1575-92-220 Residential Utility
Consumer Office

North Mohave Valley
Corporation

U-2259-92-318 Residential Utility
Consumer Office

4



Utility Company Docket No Clie n t

Graham County Electric
Cooperative

U-1749-92-298 Residential Utility
Consumer Office

Graham County Utilities U-2527-92-303 Residential Utility
Consumer Office

Consolidated Water Utilities E-1009-93-110 Residential Utility
Consumer Office

Litchfield Park Service Co U-1427-93-156 8.
U-1428-93-156

Residential Utility
Consumer Office

Pima Utility Company 2199-93-221
2199-93-222

Residential Utility
Consumer Office

Arizona Public: Service Co 1345-94-306 Residential Utility
Consumer Office

Paradise Valley Water 1303-94-182 Residential Utility
Consumer Office

Paradise Valley Water 1303-94-310 &
U-1303-94-401

Residential Utility
Consumer Office

Pima Utility Company u-2199-94-439 Residential Utility
Consumer Office

SaddleBrooke Development Co U~2492-94-448 Residential Utility
Consumer Office

Boulders Carefree Sewer Corp U~2361-95-007 Residential Utility
Consumer Office

Rio Rico Utilities U-2676-95-262 Residential Utility
Consumer Office

Rancho Vistoso Water U-2342-95-334 Residential Utility
Consumer Office

Arizona Public Service Co U-1345-95-491 Residential Utility
Consumer Office

Citizens Utilities Co E-1032-95-473 Residential Utility
Consumer Office



utility Company Docket No. Client

Citizens Utilities Co. E-1032-95-417 et al. Residential Utility
Consumer Office

Paradise Valley Water U-1303-96-283 &
U-1303-95-493

Residential Utility
Consumer Office

Far West Water U-2073-96-531 Residential Utility
Consumer Office

Southwest Gas Corporation u-1551 -96-596 Residential Utility 1
Consumer Office

Arizona Telephone Company -2063A-97-329 Residential Utility
Consumer Office

?Ar West Water Reéwearirlg W-0273A-96-0531 Residential Utility ,-
Consumer Office

SaddleBrooke Utility Company W-02849A-97-D383 Residential Utility
Consumer Office

Vail Water Company W-01651A-97-0539 8
w-01651 B-97-0676

Res~identiaIUtility
Consumer Office

Black Mountain Gas Company 8
Northern States Power Company

G-01970A-98-0017 &
G-03493A-98-0017

Residential Utility
Consumer Office

Paradise Valley Water Company &
Mummy Mountain Water Company

W-01303A-98-0678 &
W-01342A-98-0678

Residential Utility
Consumer Office

Bermuda Water Company w-01812A-98-0390 Residential Utility
Consumer Dffice

Bella Vista Water Company 8
Nicksville Water Company

W-02465A-98-0458 8
W-01602A-98-0458

Residential Utility
Consumer Office

Paradise Valley Water Company W-01303A-98-0507 Residential Utility
Consumer Office

Pima Utility Company SW-02199A-98-0578 Residential Utility
Consumer Office

Far West Water 8 Sewer Company WS-03478A-99-0144
Interim Rates

Residential Utility
Consumer Gffice

6



Utility Company Docket No. Client

Vail Water Company W-01651 B-99-0355
Interim Rates

Residential Utility
Consumer Office

Far West Water 8¢ Sewer Company WS-03478A-99-0144 Residential Utility
Consumer Office

Sun City Water and Sun City West W-01656A~98-0577 8
SW-02334A-98-0577

Residential Utility
Consumer Office

Southwest Gas Corporation 8
ONE OK, ll'lC,

G-01551A-99-0112 &
G-03713A-99-0112

Residential Utility
Consumer Office

Table Top Telephone T-02724A-99-0595 Residential Utility
Consumer Office

._ ~S West Communications 'I
Citizens Utilities Company

T-01051 B-99-0737 &
T-01954B-99-0737

Residential Utility
Consumer Office

Citizens Utilities Company E-01032C-98-0474 Residential Utility
Consumer Office

Southwest Gas Corporation G-01551A-00-0_09 &
G-01551A-00-0127

Residential Utility
Consumer Office

Southwestern Telephone Company T-01072B-00-0379 Residential Utility
Consumer Office

Arizona Water Company w-01445A-00-0962 Residential Utility
Consumer Office

Litchfield Park Service Company W-01427A-01 -0487 8
sw-01428A-01-0487

Residential Utility
Consumer Office

Bella Vista Water Co., Inc. W-02465A-01 -0776 Residential Utility
Consumer Office

Generic Proceedings Concerning
Electric: Restructuring Issues

E-00000A-02-0051 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-02-0707 Residential Utility
Consumer Office

Qwest Corporation RT-00000F-02-0271 Residential Utility
Consumer Office

7



Utility Company Docket No. Client

Arizona Public Service Company E-01345A-02-0403 Residential Utility
Consumer Office

Citizens/UniSource G-01032A-02-0598
E-01032C-00-0751
E-01933A-02-0914
E-01302C-02-_914
G-01302C-02-0914

Residential Utility
Consumer Office

Arizona~American Water Company ws-01303A-02-0867 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-03-0437 Residential Utility
Consumer'Offic:e

<UniSQurce E-04230A-03-0933 i Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-04-0407 Residential Utility
Consumer Office

Qwest Corporation T-01051 B~03-0454 &
T-00000D-00-0672

Residential Utility
Consumer Office

Tucson Electric Power Company E-01933A-04-0408 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-05-0280 Residential Utility
Consumer Office

Southwest Gas Corporation G-01551A-04-0876 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-05-0405 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-05-0718 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-06-0009 Residential Utility
Consumer Office

Black Mountain Sewer Corporation SW-02361A-05-0657 Residential Utility
Consumer Office

8



Utility Company Docket No Client

Arizona Public Service Company E-01345A-05-0816 Residential Utility
Consumer Office

Arizona-American Water Company WS-1303A-06-0014 Residential Utility
Consumer Office

Tucson Electric Power Company E-01933A-05-0650 Residential Utility
Consumer Office

UNS Gas. Inc G-04204A-06-0463 et al Residential Utility
Consumer Office

UNS Electric. Inc E-04204A-06-0783 Residential! Utility
Consumer Office
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Surrebuttal Testimony of Marylee Diaz Cortez
Docket No. W-01303A-07-0209

1 INTRODUCTION

2

3

Please state your name for the record.

My name is Marylee Diaz Cortez.

4

5

6

Have you previously filed testimony in this docket?

Yes. I filed direct testimony on June 26, 2007.

7

8

9

10

What is the purpose of your surrebuttal testimony?

In my surrebuttal testimony I will respond to the Company's rebuttal

comments pertaining to RUCO's recommendations regarding Sun City's

11 proposed Public Safety Surcharge. RUCO witness Timothy Coley will

12

13

respond to the Company's revenue requirement and rate design rebuttal

comments, and RUCO witness William Rigsby will respond to the

14 Company's cost of capital rebuttal comments. I will address the

15

16

Company's rebuttal comments in the order in which they appear in the

Company's testimony.

17

18
19
20
21
22
23
24

A.

A.

A.

Q.

Q.

Q.

1



Surrebuttal Testimony of Marylee Diaz Cortez
Docket No. W-01303A-07-0209

1 Fire Flow Public Opinion

2

3

4

5

6

Please discuss the Company's rebuttal comments pertaining to public

opinion of the proposed fire flow improvements.

The Company argues that RUCO does not know what the local public

opinion is regarding this issue, and it is important that such opinion be

considered "in light of the estimated costs of this discretionary project.
791

7

8 Is this true?

9

10

11

12

13

14

15

16

17

While RUCO had received very little public input at the time it filed its

direct testimony, that has changed. The Sun City Taxpayers Association

("SCTA") has contacted RUCO on several occasions regarding the

hundreds of calls their office has received opposing the proposed project

and the resultant impact on their rates. At the SCTA's request, RUCO will

be appearing at a public meeting in Sun City on December 20, 2007, to

address the rate impacts of the Company's proposal and answer any

ratepayer questions and concerns. Thus, at the hearing, RUCO will be

prepared to fully address the public opinion issue.

18

19

20 Some of

21

22

Further, the Company presented its own public meetings on December

12, 2007, in Sun City and Youngtown, which RUCO attended.

the opinions expressed were that the Sun City residents did not want to

subsidize what they perceived to be a Youngtown issue, and that property

1 Rebuttal Testimony of Thomas m. Broderick, at page 7, line 24.

A.

A.

Q.

Q.

2



Surrebuttal Testimony of Marylee Diaz Cortez
Docket No. W-01303A-07-0209

1

2

3

4

5

6

7

taxes were already too high as a result of fire protection. AZ-AM sent out

a survey to its Sun City and Youngtown residents several months ago,

requesting their opinion on paying increased rates for the proposed over-

sizing of the water system. At the December 12, 2007 public meeting, the

Company reported that it had counted 850 responses to the survey and

that approximately half of the residents opposed any rate increase for

over-sizing pipe for fire-flow.

8

9 Water Pressure and Main Replacements

10 Please address the Company's rebuttal testimony regarding water

11

12

13

14

pressure and main sizing.

In response to my direct testimony on these issues, the Company argues

that its system is currently meeting pressure requirements and that only

t0-inch mains or smaller are being proposed in the Sun City system.

15

16

17

18

19

20

21

Please respond.

If true, this testimony then begs the question why the need for the

proposed improvements if existing pressures are adequate? Or if 10-inch

or smaller mains are adequate, why was Paradise Valley oversized to 12-

inch mains? Further, as discussed in my direct testimony at page 7, some

work has been done at relatively low cost that has already alleviated

22 pressure problems in Youngtown. Specifically, certain unnecessary

A.

Q.

A.

Q.

3
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1

2

pressure reducing valves were removed at a cost of $10,000, improving

flows in Youngtown.,,2

3

4 Automatic Rate Increases Under Proposed Surcharge

5

6

7

8

Please address the Company's rebuttal comments concerning RUCO's

opposition to the automatic rate increases under the proposed Public

Safety Surcharges.

While the Company does acknowledge that it is requesting "a series of
u

9 step-rate increases without the cost and effort of another rate case, it

10 assures that all parties will be able to review the reasonableness of the

11 fire-flow expenses.U

12

13

14

Does RUCO's opposition to the step increases hinge on its ability to

review the reasonableness of the fire-flow expenses?

15 No. The Company has missed the point. RUCO opposes single-issue

16

17

18

ratemaking that looks only at cost increases in one category of expenses

and ignores changes in revenues, cost of capital, rate base and other

expense categories. The fact that the parties will be able to "review the

19

20

21

reasonableness of the fire-flow expenses" does nothing to mitigate the

single-issue ratemaking concern, as well as the constitutional requirement

to find Fair Value.

22

2 Rebuttal Testimony of Thomas M. Broderick at page 9.

A.

A.

Q.

Q.

4
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How much would rates have to increase annually to fund the over-sizing of

the Sun City Water system?

In its rebuttal testimony, the Company has provided a revised cost

estimate of $4.9 million for the fire-flow project. Based on the Company's

test year customer count of approximately 23,000 customers, each

customer would have an annual increase in i ts water bi l l  of $213

Moreover, this estimation only measures the impact of the proposed fire

flow surcharge and does not include the 30% increase in base rates

requested in the current case

Do any of the Company's rebuttal comments change RUCO's opposition

to the proposed fire-flow step rate increases?

No

Does that conclude your surrebuttal testimony
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EXHIBIT

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS
MIKE GLEASON, CHAIRMAN
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JEFF HATCH-MILLER
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DOCKET NO. W-01303A-07-0209IN THE MATTER OF THE APPLICATION OF
AR1Z0NA~AMER1CAN WATER COMPANY,
AN ARIZONA CORPORATION, POR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
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FOR UTILITY SERVICE BY ITS SUN CITY
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DIRECT TES TIMONY OF KEN RICE
DOCKET NO. W~01303A-0743209
PAGE 2

1 Q :

A: My name  is  Ken Rice  and my bus iness  address  is  18602 N. 99'*' Avenue , Sun City,

Arizona  85373.

Please state your name and business address for the record.

2

3

4

Q: By whom and in what capacity are you employed?

I am employed by the  Sun City Fire  Depa rtment and se rve  a s  Deputy Fire  Marsha l.

How long have you been employed by the Sun City Fire Department?

I have  been employed by Sun City Fire  Depa rtment for 1.5 yea rs .

What Certifications do you hold relevant to your current employment.

I hold the  following ce rtifica tions :

5

6 A:

7

8 Q :

9 A:

10

11 Q :

12 A:

13

14

American Association of Code Enforcement

AACE Code  Enforce me nt Adminis tra tor (e xpire s  7/02/10)

AACE Code  Enforce me nt Office r (e xpire s  7/02/10)

AACE P rope rty Ma inte na nce  & Hous ing Ins t. (e xpire s  1 1/25/09)

AACE Zoning Enforce me nt Office r (e xpire s  7/25/10)

International Code Council

1

Ce rtifie d Building Officia l (e xpire s  7/12/10)

Ce rtifie d Fire  Code  Officia l (e xpire s  7/27/10)

Ce rtifie d Hous ing Code  Officia l (e xpire s  7/27/10)

Fire  Ins pe ctor I (e xpire s  l/28/10)

Fire  Inspe ctor II (e xpire s  9/05/09)

Fire  P la ns  Exa mine r (e xpire s  4/17/10)

P rope rty Ma inte na nce  & Hous ing Ins pe ctor (e xpire s  1/28/l0)
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3

1
8

r

g
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2

Residential Building Inspector (expires 1/28/10)

Zoning Inspector (expires 1/28/10) I
i
I
i

3

Is the Sun City Fire Department a department of the Sun City Fire District?4 Q:

5 A:

6

Ye s .

7 Q:

i

r

8 A:

9 F
E

10

11

Is  th e  S u n  City Fire  Dis t r ic t  a  p o lit ic a l s u b d ivis io n  o f th e  S ta te  o f Arizo n a ?

It is  m y unde rs ta nding tha t the  S un City F ire  Dis tric t is  a  politica l s ubdivis ion of the

S ta te  of Arizona . It is  gove rne d by a  five  m e m be r Boa rd of Dire c tors  tha t a re  e le c te d

by the  re s ide nts  of the  Dis tric t.  A copy of the  De pa rtm e nt's  h is tory,  a s  provide d on the

De pa rtme nt's  we bs ite , is  a tta che d to my te s timony a s  KR-1 .

12

13 Q:

14

Does the Sun City Fire Department provide tire protection service throughout the

entire the Sun City Water District"

15

16

We have primary fire protection responsibility throughout most of the Sun City Water

District. The Peoria and Surprise Fire Departments do have primary responsibility for

a few small areas within the Sun City Water District.17

18

19 Q :

20

Does the Sun City Fire Department own, operate or maintain a water distribution

system to provide water for fire suppression purposes"

2 1 No. We rely Qu the local water utility for our primary water supply.

22

23 Q:

24

Does the  Sun City Fire  Department have  a  mle  in es tablishing leve l of fire  flows

and number of fire  hydrants  tha t will be  ava ilable?

25

1

E
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Ye s . For e xa mple , Cha pte r 3, S e ction 304.2.b oflVla ricopa  County's  S ubdivis ion

De s ign P rinciple s  provide

Fire  hydrants  will be  connected to an adequa te  wa te r supply and

sha ll be  provided in accordance  with the  recommenda tions  or

requirements  of wa te r depa rtments  or wa te r companies  and fire

de pa rtme nts  or dis tricts  ha ving jurisdiction for a ll subdivis ions

having lots  190,000 square  fee t or le ss  in s ize

The  Adminis tra tive  Guide line s  publishe d by Ma ricopa  County e xpla in

It is  the  re spons ibility of the  subdivide r or deve lope r to ensure  tha t

a ll subdivis ions  a re  initia lly provide d with a de qua te  tire  prote ction

fa cilitie s

Whe n ne w pre limina ry subdivis ion pla ts  or pla ns  for ne w comme rcia l s tructure s  in the

S un City Wa te r Dis trict a re  submitte d with the  loca l gove rnme nta l e ntity for re vie w

a nd a pprova l, the  Sun City Fire  De pa rtme nt is  provide d a n opportunity to ma ke  writte n

comments  and recommenda tions  on any a rea  we  se rve . In this  way, new cons truction

is  des igned so tha t we  have  the  opportunity to provide  reasonable  tire  protection to the

a rea , including adequa te  fire  flow and reasonably spaced fire  hydrants  to mee t the

ne e ds  of those  who will live  a nd work in the  a re a

Q Does the Sun City Fire Department rely on particular publications or codes in

making their recommendations"

22

Ye s . The  S un City Fire  De pa rtme nt looks  to the  2006 Edition of the  Inte rna tiona l Fire

Code  (the  "Fire  Code ") in ma king our re comme nda tions . With re ga rd to fire  How a nd
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tire  hydra nts ,  we  re ly on Appe ndice s  B a nd C, copie s  of which a re  a tta che d to m y

te s tim ony a s  Exhibit KR-2 a nd KR-3

4 Q: What are the recommended minimum fire flows and hydrant spacing

For one  a nd two fa mily dwe llings , Appe ndix B of the  Code  e s ta blishe s  1,000 ga llons

pe r minute  a s  the  minimum fire -flow re quire me nt, provide d the  fire ~flow ca lcula tion

area does  not exceed 3,600 square  fee t. The  next s tep-up is  to 1,500 ga llons  pe r

m inu te

10

Appendix C e t the  Fire  Code  require s  tha t an a rea  with fire  flows  of 1,750 ga llons  pe r

minute  or le ss  is  to have  fire  hydrants  eve ry 500 fee t, with a  maximum dis tance  from

the  read Er frontage  of 250 fee t

13 Q Please explain why the spacing of fire hydrants and the level of Ere flow is a

matter of public health and safety

Time  a nd wa te r volume  a re  critica l e le me nts  in tire  fighting. Our obje ctive  is  to a rrive

a t the  scene  and commence  fire  suppress ion e fforts  a s  quickly as  poss ible  with the

ca pa bility of putting a  s ignifica nt a mount ofvva te r on the  fire . A ma tte r of s e conds  or

limite d wa te r supplie s  ca n re sult in the  loss  of life  a nd s ignifica ntly incre a se  the  loss  of

prope rty. The  re quire me nts  se t forth in the  Fire  Code  re tie s t the  minimums de e me d

necessary today to meet these  objectives

22 Q What happens when you arrive at a tire with improperly spaced hydrants or

inadequate fire flow available"

The  mode m fire  truck is  e quippe d with 1,000 foot of fire  hos e . Mos t four fire  trucks

a re  capable  of pumping a t the  ra te  of 1,500 ga llons  pe r minute . If a  fire  hydrant is  not
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1

2

3

4

5

6

7

loca te d in the  vic inity of the  fire , we  a re  de la ye d while  we  conne ct hos e s  toge the r a nd

try to  s itua te  ours e lve s  in  orde r to  com m e nce  fire  fighting a c tivitie s .  The  longe r the

hos e , the  more  pre s s ure  ne e de d to tra ns port it.  If the  volume  of wa te r a va ila ble  is

be low the  re com m e nde d le ve ls ,  we  a re  a ble  to a pply le s s  wa te r.  Furthe r, it is  m ore

like ly tha t the  wa te r s ys te m  will be  da m a ge d a s  unde rs ize d line s  ca n colla ps e  whe n

conne c te d to  our e quipm e nt.  As  a lre a dy m e ntione d,  th is  a dditiona l tim e  a nd lim ite d

wa te r s upply ca n re s ult in los s  of life  a nd incre a s e d prope rty da ma ge .

8

9 Q :

10

Did the Sun City Fire Department participate in the Sun City Fire Flow Task

Force in 2004 and 2005?

11

12

Ye s . Fire  Chie fjim S e ve n a nd Ass is ta nt Fire  Chie f S te ve  Morrow we re  me mbe rs  of

the  Task Force  and one  or both a ttended a ll of the  Task Peace  meetings .

13

15

Did the Task Force identify areas in the Sun City Water District where fire flows

are inadequate and/or there are insufficient fire hydrants?

16 A: Ye s . Are a s  in S un City, P e oria  a nd Youngs town we re  ide ntifie d with e ithe r ina de qua te

fire  fle ws  or ins uffic ie nt Hre  hydra nts  or both .17

18

Does the Sun City Fire Department view these inadequacies as a threat to life and

20

21

22

23

24

p ro p e r ty?

Ye s . As  I ha ve  dis cus s e d, the  le ve l of tire  Hows  a nd the  loca tion a nd s pa cing of fire

hydra nts  a re  c ritica l e le m e nts  in  fighting fire s .  Whe n m inim um  s ta nda rds  e s ta blis he d

by the  F ire  Code  a re  not m e t, the re  is  a  gre a te r like lihood tha t life  a nd prope rty will be

los t whe n the re  is  a  fire .

25
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1

2

3

Q: Does the Sun City Fire Department believe that the tire How improvements

recommended by the Sun City Fire Flow Task Force Final Report are necessary

and appropriate?

5

6

7

8

9

Yes . We  rind the  recommenda tions  to be  supported by the  s tudy conducted by Brown

a nd Ca ldwe ll a nd cons is te nt with proble ms  ide ntifie d during our re gula r inspe ctions

a nd wa te r flow te s ts  conducte d in the  Sun City Wa te r Dis trict. I note  tha t the

improvements  recommended by the  Fire  Flow Task Force  and adopted by Arizona -

Ame rica n Wa te r will only provide  the min imum fire  flows  a nd tire  hydra nts  re quire d

by the  Fire  Code  to a ll a re a s  within the  S un City Wa te r Dis trict.

1 0

11 Q :

12 A:

Please describe the improvements that are being proposed.

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

A tota l of te n proje cts  we re  re comme nde d by the  Ta sk Force . For the  Commiss ion's

conve nie nce , I ha ve  a tta che d a  copy of the  lis t to my te s timony a s  Exhibit KR-4. At

the  hea ring, I anticipa te  having one  or more  maps  ava ilable  a s  a  visua l a ide .

As  is  evident by the  project lis t, some  a reas , including commercia l a reas , a re  se rviced

by 2 a nd 4 inch pipe . The se  pipe s  will be  re pla ce d with 6, 8 a nd 10 inch pipe s . In

some  a re a s  ne w piping is  ins ta lle d to provide  be tte r looping. Additiona l hydra nts  a re

to be  ins ta lle d throughout ma ny a re a s  of the  S un City Wa te r Dis trict. Exhibit KR-5

se ts  forth the  phas ing of these  projects  proposed by the  Task Force . Improvements

will be  ma de  within Sun City a nd Youngtown e a ch of the  four ye a rs . All P e oria

re la ted improvements  a re  proposed for Yea r 2.

22

23 Q: Will the proposed tire flow improvements benefit the entire Sun City Water

District?24

25

Il l l l l
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1 A: Ye s . Firs t, the  improve me nts  will a ctua lly be  ma de  throughout the  S un City Wa te r

Dis trict. S e condly, the  ina bility to fight a  fire  in one  loca lity ca n ha ve  fa r wide r

nega tive  impacts  than to tha t one  a rea . If a  tire  cannot be  controlled, it is  fa r more

like ly to spre a d. Thus , the  la ck of a  hydra nt on one  block ma y re sult in a  ne ighbor's

house  be ing e ngulfe d in fire  a lso. Third, we  a re  a  mobile  socie ty. A pe rson or the ir

possess ions  may be  los t in a  fire  loca ted mile s  away from the ir primary re s idence  and

pla ce  of work. Fina lly, fire  fighting should be  vie we d a s  a  community-wide  s e rvice

We  should s trive , a s  a  community, to mee t the  minimum flow and hydrant

requirements

1 0 Q: Does this conclude your direct testimony

11 Yes it does

1 2

14

1 7

1 8

1 9

22 1753\-10-2 AZ Am 2007 Rate App\1'leadings\Dircct Tcsiimony of Depu\y Fire Marshal

25
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Sun City Fire District History
3

8
4
i

!
i

Fire protection for Sun City began in the early 1960's when the Del E. Webb Corporation first began building
homes. In those early years each homeowner interested in having fire protection service would enter into an
annual "subscription" with a local are protection company and pay that company a fee based on property values.
This subscription entitled the property owner to unlimited fire protection and emergency service protection. Non-
subscribers were assessed service fees based on hourly manpower and fire apparatus charges as well as a base
service charge. Limited first aid service was also available from the fire protection company.

i
i.i i

On June 23, 1966 the Sun City Fire District was established under Arizona law (Title 48, Chapter 5) after an
affirmative vote by the electors of Sun City and an order by the Maricopa County Board of Supervisors. The
original district, which covered Sun City only south of Grand Avenue, has since been enlarged by five separate
annexations to include all areas from Olive Avenue on the south to Beardsley Road on the north, Under fire
district law, a board of citizens is elected to govern the district, The board elected in 1966 entered into a master
contract with the private fire protection company to cover the entire community. This eliminated the fire
subscription fee program.

The largest and most destructive fire in Sun City occurred on February 15, 1972. The Lakes Club on Thunderbird
Boulevard was nearing completion when a plumber using a blowtorch accidentally ignited combustible materials
within a wall. The fire traveled within the wall spreading to the attic and went unnoticed for a period of time, The
sprinkler system was not yet completed and was ineffective in controlling the fire, The local fire equipment and
mutual aid companies from the surrounding area could do little to save the building. The fire loss was set at

Fire district board members were concerned after the Lakes Club fire and reviewed the Hre protection program
manpower, apparatus and fire station locations provided by the private contractor, This review led the Fire Board
to take the following actions

3.
4.

The district purchased two pumpers each capable of large volumes ofwater
(1250 8; 1500 gallons per minute respectively) in late 1972
The district, with the support of the Del Webb Corp, opened a fire station
at 99th Avenue & Bell Road in 1973
The district purchased a 100 ft. Aerial truck in 1975
The district, again with the support of the Del Webb Corp, opened a second
station at 99th Avenue & Sun City Boulevard in late September 1975
The district purchased a third pumper in early 1976

These actions placed the district in the position of owning all the ft lighting equipment and stations necessary to
operate their own department excluding personnel. A contract was maintained by the district with the private fire
protection company to furnish manpower and management services until 1989
On September 16, 1988 the Sun City Fire District Board voted to complete the last phase of operating its own fire
department by hiring their won personnel, At 8:00a,m, on January 1, 1989 ft fighters reported to duty for the first
time as direct employees of the fire district On this date the Sun City Fire District also began providing
emergency services to the Town on Youngtown and the Youngtown Police Department provided 9~1 ~1 dispatch
services to Sun City, both under separate contracts

On January 10, 1990 the Sun City Fire Department joined a consortium of fire departments and entered into an
automatic aid program with Phoenix, Glendale, Peoria, Tempe, Tolleson, Lavern and Daisy Mountain. Under
automatic aid, dispatching computers select the closest available fire, rescue and or paramedic units without
regard of jurisdictional boundaries Participating in automatic aid reduced average response times to less than
four minutes

1990 also marked the beginning of a fire department based paramedic program. With fire stations geographically
distributed throughout the community, a fire department paramedic: response averages only 3.45 minutes

The most recent chapter in district history occurred with the purchase and refurbishment of the fire station iocatec

at iiith Avenue and Windsor Drive. in September 1992 the district purchased the station property from a private

owner who had been indirectly leasing the station to the department. On November 6, 1993 the remodeled arc

http://www.suncityfire .coWhis tow.html

2.

5.

1.

10/15/2007
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refurbished station was dedicated to the citizens of our community.

The Sun City Fire District itself was formed on June 16, 1966 and is one of the busiest of the 150 fire districts m
Arizona.

EE
I3
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*

APPENDIX B

KK- '
8
I

FIRE-FLOW REQUIREMENTS FOR BUILDINGS
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Theprovisions contained in this appendix are not mandatory unless spec#ically referenced in the adoph'ng ordinance.

SECTION B101
GENERAL

B104.3 Type IA and TypeIB construction. The fire-flow cal-
culation area of buildings constructed of Type IA and Type IB
construction shall be the area of the three largest successive
floors.

?

1

B101.1 Scope. The procedure for determining fire-flow
requirements for buildings or portions of buildings hereafter
constructed shall be in accordance with this appendix. This
appendix does not apply Io structures other than buildings.

Exception: Firgéggy. calculation area for open parking
garages shall be determined by the area of the largest floor.

SECTION B102
DEFINITIONS

B102.1 Definitions. For the purpose of this appendix, certain
terms are defined as follows:

FIRE-FLUW. The flow rate of a water supply, measured at 20
pounds per square inch (psi) (l38 Pa) residual pressure, that is
available for tire fighting.

FIRE-FLOW CALCULATION AREA. The floor area, in
square feet (ml), used to determine the required fire flow.

SECTION B105
FIRE-FLOW REQUIREMENTS FOR BUILDINGS

B10S.1 One- and two-family dwellings. The minimum
l9re~flow requirements for one- and two-family dwellings hav-
ing a iirellow calculation area which docs not exceed 3,600
square feet (344.5 my) shall be 1,000 gallons per minute
(37854 L/min). Fire~flow and flow duration for dwellings hav-
ing a f1re~flow calculation area in excess of 3,600 square feet
(344.5 mi) shall not be less than that specified in Table B105. l .

SECTION B103
MODIFICATIONS

Exception: A reduction in required fire flow of 50 percent,
as approved, is allowed when the building is provided with
an approved autornzuic sprinkler system.Bl03.1 Decreases. The fire chief is authorized to reduce the

fire~flow requirements for isolated buildings or a group of
buildings in rural areas or small communities where the devel~
prent of full fire-fiow requirements is impractical,

B105.2 Buildings other than one- and two~family dwellings.
The minimum fire-flow and flow duration for buildings other
than one» and \we»family dwellings shall be as specified in
Table B105.1.

B103.2 Increases. The fire chief is authorized to increase the
are~fiow requirements where conditions indicate an unusual
susceptibility to group fires: or conflagrations. An increase
shall not be more than twice that required for the building under
consideration,

Fxception: A reduction in required tire~flow of up to 75
percent, as approved, is allowed when the building is pro-
vided with an approved automatic sprinkler system installed
in accordance with Section 903.3.1,1 or 903,3,1.2. The
resulting are-flow shall not be less than 1,500 gallons per
minute (5678 L/min) for the prescribed duration as speci-
fied in Table B 105. l .

B103,3 Areas without water supply systems. For informa-
tion regarding water supplies for fire-fighting purposes in rural
and suburban areas in which adequate and reliable water sup-
ply systems do not exist, the fire code official is authorized to
utilize NFPA l 142 or the Inlezwzlio/za! Wildland- Urban Inter-
fafe Code.

SECTION B104
FIRE-FLOW CALCULATION AREA

SECTION B106
REFERENCED STANDARDS

r

ICC IBC Intemnlionai Building Code B 1042,
Table B105_l

B104.1 General. The are~flow calculation area shall be the
total floor area of all floor levels within the exterior walls, and
under the horizontal projections of the roof of a building,
except as modified in Section B 1043.

ICC IWUIC International Wildland-
Urban Interface Code

B1038

B104,2 Area separation. Portions, of buildings which are sep~
orated by fire walls without openings, constructed in accor-
dance with the Irzlerna/Iona/ Building Code, are allowed to be
considered as separate Fire-How calculation areas.

NFPA 1142 Standard on Water Supplies for
Suburban and Rural Fire Fighiinfz

B 1033
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FIPIE-FLOW CALCULATION AREA (square feet)
F185-FLow

(gallons per minute)°
FLOW DURATION

(hours)1Type IA and IB" Type HA and IllA*' Type IV and v-A" Type HB and ma" Type v-B"

2

0 22,700 042,700 0-8,200 0-5,900 0-3,600 1 ,sao

22,701.30,200 12,701-17,000 8,201~10,900 5,901-7,900 3,60\-4,800 1,750

30,201-38,700 17,001 21,800 10,901-12,900 7,90l-9,8()O 4,801-6,200 2,000

17,401-2l,30048,301-59,000 12,601-15,400

38101-48.300 I ___

24,201-33,200 1

6,201 7,700 2,250

7,70) 9,400 2.500

59,001 70,900 33,201-39,700 21 ,301 -25,500 15,401-18,400 9,401-1 1,300 2,750

70,9m-83.700 I 39,701-47,i()0 25,501-30, l 0() 11,301 13,400l8,40l~2I,800 3,000

83,701 97,700 47,101.54,900II 30, 101 -35,200 21,801-25,900 13.40I-15,600 3,250

97,701-112,700 54,901-63,400
I

35,201~40,600 25,90!-29,300 15,601-18,000 3,500

) 12,701.128,700 63,401-72,400 40,601-46,400 29,301-33,500 18,001-20,600

2l,80l~24,200 \2,901 17,400 9,80l-l2,60()

128,701-145,900 72,401-82,100 46,401-52,500 33,50I~37,900 20.601 23,300 4.000

82 101.9° 400145,901.16-4,200
\

52,501-59,100 37,901-42,700 23,301~26,300 4,250

I64,201~I83,400 92,401 103,100 59,101 66,000 42,701-47,700 26,301-29,300 4,500

183,401-203,700 103,101-X 14,600 66,001-73,300 47,70x-53,000 29,391 32,600 4,750

203,701-225,200 114/601-126,700 73,301 81,100 53,00i-58,600 32,601-36,000 5,000

81,i01 89,200225 _201-247,700 126,7()1»139,400 58,681-65,400 36,001 -39,600 5,250

247,70 1 -27 1 ,200 x39,401-152,s00 89,201-97,'/00 65,401~70,600 39,901 43,400 5,500

271,Z()l~295,900 152,601 X66,500 97,70l»l06,500 70,601-77,000 43,40 I -47,400 5,750

295,90 I -Greater 166,59 l -Greater 106,50l~l 15,800 77,001 83,700 47,401 51,500 6,000

115,801 125,500 83,701-90,600 5I,50I_55,700 6.250

Q \25,501 135,500 90,60]~97,900

I
135,501 145,800 97/90I~l06,800 6,750

1
106,801.1 13,200i 145,801-156,700 64,801-69,600 7,000

9 156,701 167,900 l l3 ,20l~ l ' l l , 300 69 ,6O1 -74,60() 7,250

167,901 179,400
8
.

g
i 121,30\ 129,600
I

129,60\-138,3008 179,401 191,4()0w 79,801-85,100

85, 103 -Greaterl38,30l~Greatcr19 X ,401 ~Grea\er

APPENDIX B
\<\Q~ 8

TABLE B105.1
MINIMUM REQU!RED FlF{E~FLOW AND FLOW DU'HAT\ON FOR BU}LDlNGS°

3

3,750
4
3

4

1
55_701-6()_20() g

\
4

60,201-64,800

6,500

74,601~79,800
8

F

7,500

7,750

I8,000

6.895 Pa.or SI: I square fool = 0.0929 my. I gallon per minute = 3.785 Um, l pound per square inch
The minimum required fire flow shall he allowed m be reduced by 25 percent for Group R.
Types of cmnslmclion axe based cm the lmcmaliorzal Building Code

. Measured ax 20 psi.
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MINIMUM NUMBER
OF HYDPANTS

AVERAGE SPACING
BETWEEN HyDrAnTs°»°-°

(feel)

3

:

l
i

1
L

l

C1021 Fire hydrant locations. Fire hydras shall be pro-
vided along required fire apparatus access roads and adjacent
public streets.

C103.l Fire hydrants available.The minimum number of tire
hydrants available to a building shall not be less than that listed
in Table Cl05.l. The number of fire hydrants available to a
complex or subdivision shall not be less than that determined
by spacing requirements listed in Table Cl05.l when applied
ro tire apparatus access roads and perimeter public streets from
which fire operations could be conducted.

Cl01.l Scope. Fire hydrants shall be provided in accordance
with :his appendix for the protection of buildings, or portions
of buildings, hereafter constructed.

The provisions contained in this appendix are not mandatory unless spec#icall_v referenced in the adopting ordinance.

FIPE-FLOW REQUIREMENT
(rpm)

2,000-2,250

2,500

3,000

1,750 or less

3,500-4,000

4,500-5,000

5,500

6,000

6,500-7,000

SECTION C103
NUMBER OF FIRE HYDRANTS

FIRE HYDRANT LOCATIONS AND DISTRIBUTION

SECTION C101
GENERAL

SECTION C102
LOCATION

3i
1

1

I

I

TABLE C105.1
NUMBER AND DISTRIBUTION OF FIRE HYDRANTS

q£.

3

4

5

6

6

7

l

APPENDIX C

C104.1 Existing fire hydrants. Existing fire hydrants pr pub-
lic streets are allowed to be considered as available. Existing
fire hydrants on adjacent properties shall not be considered
avaliable unless Hre apparatus access roads extend between
properties and easements are established to prevent obstruction
of such roads.

C1051 Hydrant spacing. The average spacing between fire
hydras shall not exceed that listed in Table C105. l .

Regardless of the average spacing, fire hydrants shall be
located such that all points on streets and access roads adjacent
to a building are within the distances listed in Table C 105. I .

SECTION C104
CONSIDERATION OF EXISTING FIRE HYDRANTS

Exception' The fire chief is authorized to accept a det?-
ciency of up to 10 percent where existing fire hydrants pro-
vide all or a portion of the required fire hydrant service.

SECTION C105
DISTRIBUTION OF FIRE HYDRANTS

f
I
\

8
1
I
I
I
I

i

MAXIMUM DISTANCE FROM
ANY POINT ON STREET OR ROAD I

FRONTAGE TO A HYDRANTs

3

250
225

225

225

210

180

I 50

180

E

I
_1
9
E
»
i

1

E

I :
I :

i

i
I

E

i 3

E

1

EI

7,500 or more

2---9p
E
e
I 8 or more '

599
450

450

400

350

300

300

250

250

200

150

120 1

, . 1

For St: l foot : 304.8 mm, I gallon per minute : 3.785 Um.
a. Reduce by 100 feet for dead-end streets or roads.
b. Where streets are provided with median dividers which can be crossed by fire fighters pulling hose lines, or where aerial streets are provided with four or more

traffic lanes and have a traffic count of more than 30,000 vehicles per day, hydrant spacing shall average 500 feet on each side of the street and be arranged cm an
alternating basis up to a tire-fiow requirement ol7,000 gallons per minute and 400 feet for higher lire»flow requirements
Where new water mains are extended along streets where hydrants are not needed t'or protection of structures or similar ft problems. fire hydrants shall be pro
vided at spacing not to exceed 1,000 feet to provide for transportation hazards

d. Reduce by 80 feet for dead~end streets or roads
e. One hydrant for each 1,000 gallons per minute or fraction thereof

I
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BEFORE THE ARIZONA CORPORATION COMMISSION
8
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I

COMMISSIONERS
MIKE GLEASON, CHAIRMAN
WILLIAM A. MUNDELL
JEFF HATCH~MILLER
KRISTIN K. MAYES
GARY PIERCE
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DOCKET NO. w-01303A-07_0209

DIRECT TESTIMONY OF MAYOR
MICHAEL LEVAULT

E
r
r

1;

r
g

E
E

i

IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS SUN CITY
WATER DISTRICT
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DIRECT TES THVIONY OF MAYOR LEVAULT
DOCKET NO. W-01303A-07~0209
PAGE 2

I

1 Please state your name and business address for the record.

2

I

Q :

2 A: My name  is  Michae l LeVant and my bus iness  addre ss  is  12030 Clubhouse  Squa re ,

Youngtown, Arizona  85363 .3 1

I

4

Q: Wha t is  your pos ition  with the  Town of Youngs town"

I a m the  Ma yor.

7

8 Q :

9 A:

10

Please explain why the Town of Youngtown has intervened in these proceedings.

11

12

13

The  fa ct tha t the  wa te r sys te m se rving the  Town is  not ca pa ble  of uniformly providing

the  le ve l of tire  flow a nd la cks  prope rly spa ce d fire  hydra nts  for fire  fighting purpose s

to meet the min imum requirements  of the  2006 Inte rna tiona l Fire  Code  is  of se rious

conce rn to the  Mayor and Council. These  a re  is sue s  of hea lth and sa fe ty. Life  and

property a re  a t s take .

1 4

1 6

The  Town doe s  not vie w me e ting minimum fire  How a nd fire  hydra nt spa cing

requirements  as  discre tionary where  they can be  provided a t a  reasonable  cost and

phased~in over a  reasonable  period of time .1 7

1 8

19

20

2 1

22

23

24

25

15

The  four-ye a r tire  flow improve me nt pla n re comme nde d by the  community ba se d Fire

Flow Ta sk Force  a nd propose d by Arizona -Ame rica n in this  proce e ding include s

44,133 fee t of new wa te r ma ins  and 195 new Ere  hydrants . The  specific projects  a re

ide ntifie d by Exhibit KR- 4, a tta che d to De puty Fire  Ma rs ha l Rice 's  Dire ct Te s timony,

The se  tire  flow improve me nts  will not only' bring the  Youngs town portion of the

Arizona -Ame rica n wa te r sys te m up to minimum fire  How s ta nda rds , but will do so for

a ll otthe  S un City Wa te r Dis trict:
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1 •

2 •

3

4

•

S un City -

Youngs town

P eoria  ..

21,492 line a r fe e t of wa te r m a in a nd 78 fire  hydra nts

21,391 line a r fe e t of wa te r m a ins  a nd 117 fire  hydra nts

1,250 line a r fe e t of wa te r m a ins

5

6

7

8

9

10 EI

11

12

f
IE

13

14

At its  Octobe r 4, 2007 Council Me e ting, the  Ma yor a nd Council una nimous ly a dopte d

the  "S ta te me nt S upporting Fire  Flow Improve me nts  P ropose d By Arizona -Ame rica n

Wa te r Compa ny" a tta che d to my te s timony a s  Exhibit ML-1. The  S ta te me nt

emphas izes  tha t mos t of the  Sun City Wate r Dis trict's  cus tomers  currently a re  se rved

with a  wa te r dis tribution sys te m ca pa ble  of me e ting minimum fire  flow s ta nda rds .

Bringing a ll of the  sys te m up to minimum fire  flow a nd fire  hydra nt spa cing

re quire me nts  is  a  ma tte r of public he a lth a nd sa fe ty. The re fore , the  Ma yor a nd Council

"s trongly support the  re comme nda tions  of the  Community Ta sk Force  a nd Arizona -

Ame rica n Wa te r Compa ny re la ting to fire  flow a nd fire  hydra nt improve me nts  for the

S un City Dis trict."

15

16

17

18

19

20

21

22

We reques t "the  Arizona  Corpora tion Commiss ion act: (1) to ensure  tha t a ll cus tomers

within the  S un City Dis trict a re  provide d s imila r wa te r s e rvice , including a cce ss  to

a de qua te  flows  a nd a re  hydra nts  for tire  fighting purpose s , (2) to re quire  Arizona -

American make  the  recommended tire  protection re la ted improvements  to its  wa te r

dis tribution sys te m a nd (3) a pprove  a  cos t re cove ry me cha nism a llowing Arizona -

Ame rica n time ly re cove ry of its  a ctua l inve s tme nt in the  tire  flow improve me nts , a s

they a re  placed in se rvice ."

23

25

Is this the first time the Town of Youngtown has raised the issue of tire flow and

fire hydrant spacing in an Arizona-American rate proceeding?

3

I
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Q: What were the results of those efforts?

1 A: No. The  Town ra is e d the  is s ue  of ina de qua te  fire  How a nd fire  hydra nts  within the

2 Town in  Arizona -Ame rica n 's  la s t ra te  proce e ding involving the  S un City Wa te r

3 Dis tric t.

4

5 A: Commis s ion De cis ion No. 67093, da te d 6/03/2004, orde re d Arizona -Ame rica n Wa te r

6 Compa ny to  form a  community-wide  fire  flow ta s k force  for the  purpos e  of

7 de te rmining whe the r the  wa te r production ca pa city, s tora ge  ca pa city, wa te r line s , wa te r

8 pre s s ure , a nd fire  hydra nts  of Youngtown a nd S un City a re  s uffic ie nt to provide  the

9 fire  prote ction ca pa city tha t is  de s ire d by e a ch community.

10

11 Q :

12 A:

13

14

15

16

17

18

19

20

21

22

23

24

Was such a task force formed?

Ye s . Arizona -Ame rica n hire d Dr. Ma rty Roze lle , P re s ide nt of the  Roze lle  Group, Ltd

to orga nize  a nd fa cilita te  the  Ta sk Force . The  Fire  Flow Ta sk Force  wa s  forme d in the

fa ll of 2004 with repre senta tive s  from :

l) The  S un City Ta xpa ye rs  As s ocia tion

2) A Youngs town re s ide nt

3) Youngs town ma na ge me nt (the  Town Ma na ge r a nd the  Dire ctor of Public Works )

4) The  Condominium Owne rs  As s ocia tion, Inc.

5) The  S un City Community Fund

6) The  S un City Horne  Owne rs  As s ocia tion

7) The  Youngtown Ba ptis t Villa ge  (its  Exe cutive  Dire ctor)

8) The  S un City Fire  De pa rtme nt (the  Chie f a nd Ass is ta nt Chie f)

9) The  Re cre a tion Ce nte rs  of S un City (its  S r. Ma na ge r)

lo) The  City of S urpris e  Fire  De pa rtme nt

l 1) Pulte  Homes  (the  representa tive  le ft Pulte  a fte r 3 mee tings)
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1 0

Arizona -Ame rica n ha d its  e ngine e rs , Brown & Ca ldwe ll, a na lyze  the  S un City Wa te r

Dis trict's  wa te r sys te m for low pre ssure  a re a s , pe rform a  cos t-be ne fit a na lys is  of

specific sys tem improvements  and sugges t an implementa tion plan. The  Task Force

endorsed a  specific four-yea r improvement plan tha t, when comple ted, provides  a ll

portions  of the  S un City Wa te r Dis trict with the  minimum re comme nde d fire  flows  a nd

hydra nts . Improve me nts  a re  ma de  throughout the  S un City Wa te r Dis trict. All

members  of the  Task Force  s igned a  two page  s ta tement describing the  process  and

pla n tha t the y we re  submitting to the  Commiss ion in complia nce  with Commiss ion

De cis ion No. 67093.

11

12 Q :

8
3

i

1 3

Does the Town of Youngtown endorse the recommendations made in the Task

Force's Final Report?

1 4 A :

1 5

1 6

Yes, as reflected by the Statement of Support unanimously adopted by the Mayor and

Council.

17 Q :

18 A:

Did the Town have its own engineers examine the proposed program"

The  Town contra cts  with Willdon Engine e ring to a ct a s  the  Town Engine e r. We  a ske d

the m to brie fly re vie w the  proposa l a nd the  work pe rforme d by Brown a nd Ca ldwe ll

We did not a sk for an in-depth review. We have  been advised tha t the  cos t e s tima tes

a re  rea sonable  for the  proposed plan which will provide  adequa te  fire  flows  to a ll a rea s

indicated

Wh y does Young town  be lie ve  it a pp rop ria te  fo r Arizona -Ame ric a n  to  ma ke  the s e

25 improvements
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Fire  prote ction is  a  ma tte r of public he a lth a nd s a fe ty. An a de qua te  wa te r s upply is

critica l to providing fire  fighting s e rvice s , The  wa te r dis tribution s ys te m s e rving the

community is  the  mos t e fficie nt a nd e conomica l me thod of providing the  community

with a n a de qua te  wa te r s upply for fire  prote ction purpos e s . Arizona -Ame rica n owns

the  sys te m a nd the re fore , should be  re quire d to ma ke  the  improve me nts  ne ce ssa ry to

me e t minimum tire  flow a nd fire  hydra nt spa cing s ta nda rds . I ca n not ove r e mpha s ize

tha t the s e  improve me nts  impa ct the  he a lth a nd s a fe ty of the  cus tome rs  a nd prope rty

se rve d by Arizona -Ame rica n

Does Youngtown view fire flow improvements as discretionary

The  improve me nts  be ing propos e d a ddre s s  life  a nd s a fe ty is s ue s . The y do no more

than ensure  tha t the  wa te r sys tem uniformly achieves  we ll de fined and wide ly accepted

Code  re quire me nts .min imu m F ire The  improve me n ts  s hou ld  no t be  de e me d

dis cre tiona ry unle s s  the y cre a te  a n unre a s ona ble  cos t burde n on the  Compa ny or its

customers

The  fire  How improve me nt progra m propose s  comple tion of te n spe cific proje cts , one

of which ha s  be e n comple te d. The  a nnua l e xpe nditure s  a re  e s tima te d to be  a bout

$700,000 for e a ch of the  His t thre e  ye a rs , with a pproxima te ly $1,000,000 for the  fina l

ye a r, We  unde rs ta nd the se  a re  e s tima te s  a nd ba se d upon 2004 dolla rs  a nd the re fore

the  fina l cos ts  a re  like ly to be  highe r. The  soone r the  progra m is  initia te d the  le s s  it will

be  impacted by ris ing cos ts

This  le ve l of e xpe nditure  a ppe a rs  e xtre me ly re a s ona ble  for a n e ntity providing wa te r

and was tewa te r se rvice  in seve ra l a rea s  throughout the  S ta te  of Arizona  and owned by
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a  pa re nt with  s imila r in te re s ts  in  multip le  ju ris d ic tions . De c is ion No. 67093

es tablished tha t as  of December 31, 2001, the  Sun City Water Dis trict a lone  had a  Fair

Va lue  Ra te  Ba s e  of $13,643,019 a nd a n a uthorize d a nnua l ope ra ting income  of

$777,652. The  $3 .1  million  in  tire  flow improve me n ts  re p re s e n t a  C ompa ny

inves tment, on average , of $2.83 per Sun City Water Dis trict cus tomer per month over

a  four ye a r pe riod. This  e s tima te  is  de rive d by dividing the  $3.1 million by the  2006

year end cus tomer count of 22,826 (22,070 res identia l + 756 commercia l cus tomers ),

then dividing by 4 and then dividing by 12.
g
g
I
I
i8

9

10

g
I

i
i
i

I

11

12

f
E

I
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1 3

14

15

16 =
I
;

i

17

1 8

P ha s ing the  cos t of the s e  improve me nts  in to  cus tome r ra te s  ove r four ye a rs  a nd

a mortiz ing  re cove ry ove r the  life  o f the  improve me nts , a s  p ropos e d  by Arizona -

Ame rica n , will min imize  the  ra te  impa ct of the s e  improve me nts . We  unde rs ta nd

Arizona -Ame rica n ha s  e s tima te d tha t the  a ve ra ge  S un City Wa te r Dis trict Cus tome r

(8,269 ga llons  pe r month) will s e e  the ir wa te r cos t incre a se  3.5 ce nts  pe r thousa nd in

ye a r one , a nothe r 3.9 ce nts  pe r thousa nd in ye a r two, 4.0 ce nts  pe r thousa nd in ye a r

th re e  a n d  6 .0  c e n ts  p e r th o u s a n d  in  ye a r fo u r,  fo r a  to ta l in c re a s e ,  a lte r a ll

improve me nts  a re  ma de  a nd in s e rvice  a fte r four ye a rs , of 17.4 ce nts  pe r thous a nd

ga llons .

19

20 Q: Is the investment for fire flow and fire hydrants mandatory for new construction"

2 1

22

23

Ye s . Ne w s ubdivis ions  a nd ne w comme rcia l buildings  will not be  a pprove d unle s s

they demons tra te  tha t they mee t the  requirements  of the  loca l fire  department and the

loca l water company.

24

25

i
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1

2

Q: Do most of the Sun City Water District customers already benefit from a water

system that meets minimum fire flow and fire hydrant requirements?
3

;

3 A: 8
E
E

4

5

6

The  informa tion s upplie d by Arizona ~Ame rica n to the  Ta s k Force  ide ntifie d limite d

a re a s  whe re  ina de qua te  flows  e xis t a nd a dditiona l fire  hydra nts  a re  ne e de d. While

these  a reas  a re  spread across  the  Sun City Wate r Dis trict, most cus tomers  have  access

to the  minimum le ve l of fire  flow a nd fire  hydra nts  re quire d by the  2006 Inte rna tiona l

Fire  Code .7

8

9 Q: Does Youngtown believe all Sun City Water District customers should have access

10 to  a  s im ila r q u a lity o f s e rvic e ?

11

12

13

14

15

16

17

18

We  re cognize  tha t wa te r s e rvice  will not be  e xa ctly the  s a me  throughout the  S un City

Wa te r Dis trict. Howe ve r, a ll cus tome rs  pa y uniform ra te s  a nd the re fore  should re ce ive

s ubs ta ntia lly s imila r s e rvice . This  is  e s pe cia lly true  with re ga rd to ite ms  re la ting to

public he a lth a nd s a fe ty. Whe n a re a s  of une qua l s e rvice  a re  ide ntifie d, the  Compa ny

should be  re quire d to e va lua te  tha t s itua tion a nd de ve lop a  me thod of a ddre s s ing the

ine qua lity. Tha t is  e xa ctly wha t ha s  ta ke n pla ce  he re . Imple me nta tion of the  propose d

four ye a r fire  flow improve me nt p la n will provide  a  s imila r qua lity of s e rvice  to  a ll

cus tome rs  in a n a re a  unifonnly re cognize d a s  importa nt to the  he a lth a nd sa fe ty of the

19 pub lic .

20

Why doesn't the Town fund the improvements in Youngtown directly?

23

24

In  1 9 9 4 ,  Yo u n g s to wn  s o ld  its  wa te r a n d  wa s te wa te r s ys te m s  to  Ariz o n a -Am e ric a n

pre de ce s s or.  The  s ys te m  wa s  s o ld  "As  Is ." The  s a le  wa s  prom pte d  due  to  the  Town 's

ne e d for ca s h to m e e t the  cos t of providing othe r public  s e rvice s  a nd in re cognition tha t

3
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its  re s idents  should bene fit from the  economies  of sca le  a ssocia ted with the  integra tion

into the  much la rge r S un City Wa te r Dis trict

The  Town continue s  to s truggle  to find the  re ve nue s  ne ce s sa ry to provide  s e rvice s  to

its  re s ide nts . The  Town s imply doe s  not ha ve  the  fina ncia l me a ns  to  ma ke  the s e

improve me nts . Howe ve r, e ve n if we  did, the re  a re  le ga l limita tions  tha t like ly pre clude

us  from ma king this  type  of inve s tme nt in a  wa te r sys te m owne d by a  third pa rty public

se rvice  corpora tion. As  re fle cte d in the  Ta sk Force  minute s  of J a nua ry 18, 2005 a nd

Februa ry 1 5 ,  2 0 0 5 ,  th e  To wn 's  fo rm e r To wn  Ma n a g e r in ve s tig a te d  wh e th e r

Community De ve lopme nt Block Gra nt monie s  could be  s e cure d for this  purpos e . He

re porte d  tha t CDBG funds  ca nnot be  us e d  fo r a ny of the  tire  flow in fra s tructu re

improve me nts  be ca use  the  fa cilitie s  a re  not owne d by a  public e ntity. Because  of the

To wn 's  le g a l a n d  fin a n c ia l lim ita tio n s ,  th e  To wn 's  d ire c t fin a n c in g  o f th e s e

improve me nts  is  not a  re a lis tic a lte rna tive  to the  proposa l ma de  by Arizona -Ame rica n

in this  proce e ding

1 8

Why s houldn 't the  improvements  be  a lloca ted  d irec tly to  thos e  cus tomers  d irec tly

benefitted?

20

Firs t, the  fire  s ow improve me nt pla n bcne tits  the  e ntire  S un City Wa te r Dis trict. As

note d e a rlie r in my te s timony, fire  How improve me nts  will be  ma de  in S un City, P e oria

a nd Youngs town a nd loca te d throughout the  Dis trict. More ove r, a chie ving minimum

fire  flows  a nd  hydra n t s pa cing  is  o f community-wide  he a lth  a nd  s a fe ty conce rn

Additiona lly, a ll cus tome rs  a re  a lre a dy pa ying a  pro ra ta  s ha re  of providing minimum

tire  s ows  to the  portions  of the  S un City Wa te r Dis trict tha t a lre a dy ha ve  s uch s ows

No cus tomers  should be  specia lly a lloca ted cos ts  for new lines  and hydrants  necessa ry
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1 so their level of service equals that a lready available  to most Sun City Water District

2 customers a
g
1

g

3
E
i

4
f
I

z

i

5

6

7

8

9

10

Finally, we understand that the Arizona Corporation Commission, more than a decade

ago, adopted a policy recognizing fire protection as a general health, safety and welfare

benefit. As a  result ,  costs rela ted to providing lire flows and fire hydrants,  when

provided,  are now recovered as part  of the general rates and not as a  separate rate

imposed on the entity providing fire fighting service to the community. An attempt to

allocate the cost  of the proposed fire flow improvements among specific Sun City

Water District customers would be a step away from this policy and, respectfully, in

11 my opinion a step backward.
2
i11
1

12

13 Q: Does the Town support the cost recovery mechanism proposed by Arizona

American"14

15

16

I am not familiar  with the technical rate setting methodologies associated with cost

recovery. As a policy matter, the Town supports any cost recovery mechanism that is

fair both to Arizona-American and its customers.17

18

1 9

21 I

23

I am informed that Arizona-Arnerican's rate recovery proposal is generally consistent

with traditional ratemaking in that it requires the Company to make the investment and

place plant in service before it can recover a return on that plant. On the other hand,

am informed that the proposed adjustment mechanism will a llow recovery of those

costs earlier and outside of a full rate proceeding.

24

20

22

25

E
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1 i
I

2

3

4
i
i

5

It seems reasonable  to a llow annua l adjus tments  where  cos ts  a re  associa ted with

specifically identified construction projects necessary to provide for the general public

health and safety. Furthermore, smaller incremental increases made on an annual basis

as improvements are made and placed in service permits customers to better anticipate

and integrate the costs of these improvements into their budgets.

6

7 Q: Do you have any further remarks you would like to make?

8 A:

9

10

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

I would like  to tha nk the  Commis s ione rs  a nd the ir S ta ff for the  opportunity to pre s e nt

the  Town's  pos ition on this  importa nt topic a nd for the ir thorough a nd fa ir e va lua tion

of Arizona ~Ame rica n's  propos e d tire  How improve me nt progra m. My wife  a nd I ha ve

a tte nde d a  te n we e k Citize ns  Aca de my conducte d by the  S un City Fire  De pa rtme nt.

This  course  se rved to s trengthen my apprecia tion for the  public se rvice  rende red by our

tire  fighte rs  a nd the  da nge rs  the y fa ce  on our be ha lf. We  owe  it to  the m a nd our

ne ighbors  to e ns ure  tha t the s e  bra ve  me n ha ve  the  tools  ne ce s s a ry to provide  this

s e rvice . Minimum tire  flows  a nd s ufficie nt fire  hydra nts  a re  pa rt of the  tools  of the ir

tra de . I a m he re , on be ha lf of Youngs town, to a sk tha t the  Commiss ion e nsure  tha t the

fire me n fighting fire s  in the  S un City Wa te r Dis trict ha ve  thos e  tools  a t the ir dis pos a l.

The  Town re s pe ctfully re que s ts  the  Arizona  Corpora tion Commis s ion orde r Arizona ~

Ame rica n to ma ke  the  propos e d tire  flow improve me nts  in orde r to prote ct the  public

20 hea lth and sa fe ty.

22 Q: Does that conclude your direct testimony

23 A Yes it does

1753\-10-2 AZ Am 2007 Rate App\Pleadings\Testimony Mayor LeVault
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TOWN OF OUNGTOWN
STATEMENT SUPPORTING FIRE FLOW IMPROVEMENTS
PROPOSED BY ARIZONA-AMERICAN WATER COMPANY

f I

Arizona-American Water Company is proposing to make over Three Million Qoliars ($3,000,000) in

fire flow improvements to its water system over a four year period. The improvements were
recommended by a Community Task Force composed of representatives from 9 entities major
organizations within the service area.

1

i

i

/
1

8
!

5

s

Most, but not all, of the water distribution system sewing the Sun City District provides minimum
tire sow and has suff icient. hydrants to meet the recommendations set forth in the 2006
lntematiohal Fire Code. A few areas, including much of the Town of Youngtown, do not. The
current situation represents a hazard to the public health and safety. Completing the proposed

improvements will ensure that flows for tire lighting purposes and tire hydrants are uniformly
available throughout ArizonaAmerican's Sun City sen/ice area and will enhance the public health
and safety.

i
i

I

s

The improvements being proposed will benefit customers residing in Youngtown, Sun City and
Peoria. Apprmdmately 44,133 linear feet of new pipes/mains and 195 new tire hydrants are to be
installed. Arizona~American will provide the funding and make the improvements, so long as the

Arizona Corporation Commission kinds the improvements to be prudent and approves a rate
mechanism permitting Arizona-American to am the same return on these tire protection related
improvements, once constructed and in use, as on the rest of its system.

z

E1

The Mayor and Council of the Town of Youngtown strongly support the recommendations of the
Community Task Force and Ari2ona~American Water Company relating to tire flow and fire hydrant
improvements for the Sun City District. The Youngtown Mayor and Council respectfully request the
Arizona Corporation Commission act: (1) to ensure that all customers within the Sun City District
are provided similar water service, including access to adequate sows and tire hydrants for tire
fighting purposes, (2) to require ArizonaAmerican make the recommended tire protection related
improvements to its water distribution system and (3) approve a cost recovery mechanism allowing
Arizona-American timely recovery of its actual investment in the tire flow improvements, as they
are placed in service.
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1 Q: Please state your name and business address for the record.

2

3

A: My name  is  Mayor Michae l LeVau1t and my bus iness  addre ss  is  12030 Clubhouse

Square , Youngstown, Arizona 85363 .

4

5 Q: Have  you previous ly s ubmitted  pre -filed  te s timony in  thes e  proceedings ?

6 A: Ye s

7

8 Q: Pleas e  expla in  the  purpos e  of your s urrebutta l te s timony.

9 A:

10

11

12

The  purpose  of my surrebutta l te s timony is  to addre ss  the  pos itions  of S ta ff and RUCO

se t forth in the ir dire ct te s timony a nd the  pos ition of Arizona -Ame rica n witne sse s  se t

forth in the ir re butta l te s timony re ga rding Arizona -Ame rica n's  fire  flow improve me nt

progra m for its  S un City Wa te r Dis trict.

13

14 Q:

15

16

17

Do you  a gre e  with  Commis s ion  S ta ff witne s s  Ale xa nde r Sha de  Igg ie  a t pa ge  6,

line s  14-16 of h is  Direc t Tes timony da ted  Oc tobe r 29, 2007 tha t the  propos ed  fire

How c a p ita l improve me nts  s e e m impe ra tive  fo r pub lic  s a fe ty in  the  Sun  City

Wa te r Dis tric t's  c e rtific a te d  a re a ?

18 A:

19

20

Abs olute ly. As  re fle cte d in my dire ct te s timony, the  fire  flow ca pita l improve me nts

re comme nde d in the  Ta sk Flow re port a re  critica l to a llow Arizona -Ame rica n to me e t

minimum fire  flow s ta nda rds  throughout the  S un City Wa te r Dis trict.

21

22 Q:

23

24

Do you  s upport S ta ffs  s ugge s te d  proc e dura l re qu ire me nts , e a rn ings  re vie w a nd

filing  re qu ire me n ts  re la te d  unde r the  Compa ny's  Fire  Flow Cos t Re c ove ry

Me c h a n is m (FCRM)'?
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1

2

3

4

5

A: As  I indica te d in my dire ct te s timony, I a m not qua lifie d to te s tify on the  intrica cie s  of

ra te  de s ign or the  FCRM. Howeve r, from a  layman's  pe rspective , S ta ff" s  sugges tions

seem to reach a  proper ba lance  be tween review and prompt implementa tion of a  cos t

re cove ry me cha nis m. In re a ding Mr. Brode rick's  Re butta l Te s timony, Arizona -

American appears  to accept S ta ff' s  recommenda tions  concerning the  process ing of s tep

increases  unde r the  FCRM.6

7

8 Q:

9

Do you believe that water rates should be burdened with discretionary

construction projects?

10 A:

11

If discre tiona ry means  unnecessa ry and without public bene fit, then I would agree  tha t

wa te r ra tes  should not be  burdened with such unnecessa ry construction projects .

12

14

Do you  be lie ve  tha t the  Arizona -Ame ric a n 's  p ropos e d  fire  flow improve me n t

program repres ents  an  unneces s a ry cons truc tion projec t tha t has  no public

benefit?1 5

16 A:

17

18

19

20

21

22

Abs olute ly not, The  dire ct te s timony file d on be ha lf of Youngtown e xpla ins  why the

fire  flow improve me nt progra m propose d for the  S un City Wa te r Dis trict is  ne ce ssa ry

and se rves  a  public benefit. The  improvements  a re  necessa ry to protect the  hea lth and

sa fe ty of the  public a nd to provide  a  s imila r le ve l of se rvice  throughout the  Sun City

Wate r Dis trict. I cannot comprehend how someone  today can sugges t tha t, in an

urba nize d a re a  like  the  S un City Wa te r Dis trict, flows  sufficie nt to e na ble  the

pre ve ntion of tire  prote ction se rvice s  a re  discre tiona ry.

23

24
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1 Q: Is  Ms . Dia z Corte z c orre c t whe n  s he  s ugge s ts  tha t Arizona -Ame ric a n  is  p ropos ing

2 to  ins ta ll 12-ineh lines  and provide  a  s ys tem-wide  capac ity of 1500 ga llons  pe r

3 minu te ?

4 A:

5

6

7

8

9

1 0

11

Ms. Dia z Corte z did not re a d the  proposa l ve ry ca re fully. The  Ta sk Force  a cce pte d the

re comme nda tion of a  1,000 rpm for re s ide ntia l a re a s  a nd 1,500 rpm for comme rcia l

a nd multi-fa mily de ve lopme nts  - - not a  sys te m-wide  1,500 rpm. The  proposa l doe s

not include  a ny line s  ove r 10 inche s  in dia me te r. The  va s t ma jority of the  line s  be ing

ins ta lle d unde r the  progra m a re  6-inch line s , which I unde rs ta nd is  now the  minimum

line  s ize  for ne w ins ta lla tions . The re fore , the  re vie w of 2004 a nnua l re ports

unde rta ke n by Ms . Dia z Corte z a nd he r obje ction to the  inclus ion of line s  12-inch a nd

la rge r in ra te  base  a re  irre levant.

12

13 Q: Does Ms. Diaz Cortez discuss the need for additional fire hydrants throughout the

14 S u n  City Wa te r Dis tric t?

15 A:

16

1 7

No. S he  fa ils  to a ddre ss  the  ne e d to ins ta ll 195 fire  hydra nts  within the  S un City Wa te r

Dis trict so tha t they a re  spaced in accordance  with current fire  code  s tanda rds . This

re pre se nts  a  s ignifica nt portion of the  propose d fire  flow improve me nt progra m.

18

1 9 Q:

20

Should  public  op in ion  contro l the  ins ta lla tion  of the  propos ed  fire  flow

improvements ?

21 A As  a n e le cte d officia l I a ppre cia te  the  importa nce  of public opinion. Howe ve r, ma tte rs

of public he a lth a nd sa fe ty ca n not be  he ld hos ta ge  to public opinion. In a

repre senta tive  democracy, public officia ls  mus t cons ide r the  ove ra ll needs  of the ir

cons tituents  and not jus t wha t is  the  popula r s tance  of the  day. Howeve r, a s  re flected
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1 by the  Ta s k Force  a nd the  re ce nt public  forums  tha t I a tte nde d, I be lie ve  tha t the

m a jority of the  re s ide nts  within  in  the  S un City Wa te r Dis tric t s upport the  proje c t

4 Q: Do you  th ink the  Commis s ion 's  a pprova l o f the  FRCM s e nds  a n  a ppropria te

m e s s a g e  to  o th e r Arizo n a  wa te r c o m p a n ie s

6 A: Ye s . It would indica te  the  importa nce  of working with cus tome rs  to: a ) ide ntify a  le ve l

of fire  flow tha t is  de e me d a ppropria te  by the  community, b) de te rmine  the

improvements  needed to reach the  agreed upon tire  How leve l, and c) de te rmine  how

to phase-in the  needed improvements , considering both sa fe ty and costs

1 0

11 Q:

1 2

Do you  a gre e  with  the  c onc e rn  e xpre s s e d  by Ms . Dia z Corte z tha t Arizona  wa te r

companies  would be  encouraged to  s ubs tantia lly infla te  the  s ize  of the ir ra te  bas es

by ma king  s imila r re que s ts

14 A:

1 5

16

1 7

20

22

No. If this  we re  a  goa l of wa te r compa nie s , Ms . Dia z Corte z's  re vie w of the  a nnua l

reports  would have  found more  than 3 wa te r companie s  (out of 132 reviewed) tha t had

a  s ignifica nt portion of the ir sys te m s ize d a t 12 inche s  or gre a te r. In a ny e ve nt, s izing

lines  to provide  adequa te  fire  Hows is  pa rt and pa rce l of providing adequa te  wa te r

se rvice  today. New subdivis ions  and commercia l e s tablishments  mus t demons tra te

they have  adequa te  fire  flow. It is  only sys tems  or portions  of sys tems , ins ta lled be fore

fire  flow cons ide ra tions  were  a  manda tory pa rt of the  planning process , tha t a re  not

de s igne d to provide  minima l fire  flows . The  proce s s  followe d by Arizona -Ame rica n in

the  Sun City Wa te r Dis trict cons titute s  an exce llent guide  for othe r wa te r companie s  to

addre ss  a  la ck of fire  flow or unequa l se rvice  leve ls

24
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1

2

Q : Do you  s upport pha s ing  in  the  c os t o f the  fire  flow improve me nt p rogra m in

be tween full ra te  cas es ?

3 A:

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

Ye s . The  cos ts  of the  improve me nts  ide ntifie d to bring the  sys te m up to the  minimum

fire  flow s ta nda rds  supporte d by the  Ta sk Force  a re  not ins ignifica nt. The  longe r it

takes  to ge t them ins ta lled, the  highe r the  ultima te  cos t a s  re flected in the  upward

e s tima te s  provide d by Arizona -Ame rica n. By pha s ing in the  ca pita l compone nt of

these  improvements  annua lly as  they a re  placed into se rvice , it encourages  the  wa te r

compa ny to proce e d with cons truction in a  time ly ma nne r, while  minimizing ra te

shock to the  cus tomers . The  re turn will have  been se t ba sed upon a  full ra te  ca se . By

a dopting the  re comme nda tions  of S ta ff, the  Compa ny will not be  a llowe d to imple me nt

s tep ra te s  tha t re sult in the  Company ove r ea rning. We  do be lieve  tha t the  Company

should be  re quire d to e ithe r tile  a  full ra te  ca se  or a n informa tiona l tiling with the

Commis s ion for S ta ff re vie w within twe lve  months  of s ubs ta ntia lly comple ting the  fire

flow improve me nts .

1 5

1 6 Q:

1 7

Does  Ms . Diaz Cortez prope rly a rticu la te  the  rea s ons  for Youngs town 's  s upport o f

th e  fire  flo w p ro je c t a n d  FCRM?

18 A: No. P le a se  re fe r to the  dire ct te s timony a nd this  surre butta l te s timony file d on be ha lf

1 9 of Youngtown.

20

2 1 Q:

22

Does  Youngtown be lieve  it is  neces s a ry for the  Commis s ion  to  orde r Arizona -

Ame ric a n  to  ma ke  the  propos e d  fire  flow improve me nts ?

23 A:

24

25

No. Arizona -Ame rica n ha s  committe d to proce e d with imple me nting the  progra m ove r

a  four ye a r pe riod, once  the  Commiss ion a pprove s  the  FCRM. The re fore , the  Town

does  not be lieve  it is  necessa ry for the  Commiss ion to orde r the  improvements .
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1 Q: Does that conclude your surrebuttal testimony?

2 A: Yes  it does .

3

4

5 1753\-10-2 AZ Am 2007 Rate App\P1eadings\Surrebuttal Testimony Mayor LeVault

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8


